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SECTION . EXECUTIVE SUMMARY

KBS Agribusiness component objectives

The overall objective of the agribusiness component of the KBS project isto assist targeted
agribusiness clusters, in an integrated manner, to enhance the competitiveness of finished
products in domestic and export markets. This objective will be achieved by developing firm
management capabilities, increasing operational efficiency, facilitating consumer awareness
campaigns, quality assurance programs, branding, and dher market oriented activities.

Agribusiness competitiveness assessment

The agribusiness competitiveness survey conducted by the contractor included 850 respondents
which together constitute a representative sample of all agribusinesses in Kosovo. The survey
included producers (e.g., poultry, mushrooms, honey, etc.), processors (e.g., dairy, meat, feed,
flour, fruit, vegetable, wood, etc.), food commodity wholesalers, and retail companies. Based
on these findings we have proposed a cluster approach to agribusiness competitiveness
development.

The survey contained the following sections and question categories:

General information: Genera findings include such topics as socia responsibility,
environmental issues, and views of the respondents on the economy, their view of the future,
general business information, and borrowing and finance.

Factor conditions: Factor conditions included questions on raw agricultural material, problems
with raw materias sourcing, inputs (chemicals, etc.), assistance from suppliers, and source of
information on technology, source of primary job skills, land ownership, technology,
infrastructure, investments, human resource, and natural resources.

Demand conditions. Demand conditions included marketing, export constraints, primary
customers, market knowledge, products, market location, and export markets.

Supporting industries conditions. Questions included issues related to transportation, financial
institutions, input suppliers, academic institutions, and clustering.

Firm strategy conditions. This section includes questions on firm strategy, management
strengths, marketing and pricing, direct and indirect distribution channels, market assistance,
business deficiencies, competitive advantage, business opportunities, competition, investment
plans, and company performance.

Government related conditions. Includes questions on government assistance, main policy
issues, areas desired of government assistance, government departments, and satisfaction with
government.

Chancerelated conditions. This section includes questions on risks today, economic stability,
and business risks.



Sub-sector selection
The rationale for recommending specific sub-sectors was based on the following principals:

1. Potential of the sub-sector to capture domestic market share and thus contribute
significantly to import substitution.

2. Linkages between agribusiness processors and farm producers are extensive and thus
provide the greatest opportunity for growth and expansion of the agricultural sector.

3. The proposed sub-sector development strategies are to an extent under way, thus the
project is not trying to create new industries, but rather facilitate the devel opment of
agricultural systems that are already evolving.

4. The processing capacity of most existing agribusinesses is under utilized, and thus
the need for extensive investment in new equipment will be minimized.

5. An organizationa structure in the form of an association exists for most of the
recommended sub-sectors.

6. Potential synergies amongst sub-sectors (e.g., feed with dairy and poultry)
Approach to agribusiness component implementation

The subsector development approach proposed here begins with an understanding of the
current market situation for the primary products produced by the sub-sector. Understanding
market dynamics allows for identification of opportunities for sub-sector participants to
develop their markets — increase market share. The agribusiness assessment (broad based and
sub-sector specific) have provided insights on the major constraints to agribusiness
development. Then, with market knowledge and an understanding of major constraints in hand,
project implementers will work with selected sub-sector clusters on the development of a
strategy that defines goals and objectives for the cluster. The primary goal of al sub-sector
strategies will be market development, that is to say, to create demand for specific products.
However, market development activities will proceed in parallel with technical assistanceto
cluster participants in management strengthening, operational efficiency, marketing, quality
and branding, and trade and investment.

A sub-sector cluster is defined here as a geographic cluster of firms oriented around a central
processing facility (the primary intervention vehicle for project implementation). For example,
in agiven municipality the dairy cluster would be comprised of a dairy processor,
veterinarians, input suppliers, milk assembly firms, and milk collection centers. There will be
multiple dairy clusters located throughout Kosovo, each formed around a primary milk
processor.

There are USAID/K osovo supported associations that can become an additional focal point for
implantation activities. They are the emerging Dairy Association, the established Poultry and
Feed Association, and Input Suppliers Association. The agribusiness team will form within the
respective association and with the participation of the associations, a working group as a point
of contact for the association. Membership in all working groups will be multidisciplinary
which is consistent with the integrated approach to cluster development. For example, the



membership of the working group of the Dairy Association will include milk processors,
veterinarians, input suppliers, and milk collection firms.

The KBS agribusiness team is also recommending that the fruit and vegetable, and specialty
products sub-sectors be considered for technical assistance. The Drini Valley Vegetable
Producers Association (Anadrini) will be the focal point for the fruit and vegetable working
group. The Kosovo Export Association will be the best vehicle for forming a working group
for the specialty products cluster. The working group for the Meat and Leather cluster will be
organized by entrepreneurs interested in collaborating with the KBS agribusiness team on
implementation activities. It is understood that there is an emerging meat producers and
processors association. The situation on the evolution of this association will be monitored
dosely and an assessment of their viability determined.

Sub-sector strategies
1. Dairy cluster

The approach to dairy cluster development in Kosovo is characterized as integrated throughout
the value chain (including alied industries) and places initial emphasis on creating demand for
quality dairy products. Market development in paralel with quality improvements in milk
production and processing are essential to the approach.

Dairy development assistance by the Agribusiness team will services through three main
activities:

Consumer Marketing and Promotion. Increased demand for dairy products through educating
and encouraging milk and dairy product consumption at the consumer level.

Quality Value-added Processing. Increased profitability for processorsin the form of
improved quality products commanding higher market values in the domestic market and
effective “BRANDING” campaigns to promote the consumption of milk;

Increased Production of High Quality milk. Increase the production of high quality milk
through training in proper milking and milk handling practices, storage and transportation of
milk. Increase the production of high quality milk through the appropriate use of artificial
insemination, high protein feed concentrates, proper veterinary medications and farm financial
management;

2. Poultry, feed, and oil seed cluster

KBS agribusiness team will develop poultry producer strategies that will focus on operational
efficiency objectives, bio-security and vaccination programs, feeding programs,and marketing
of products. Table egg producers require a source of healthy laying stock with specific genetic
capabilities, quality feed, medications, reliable energy sources, and markets for their products.
The KBS approach begins with the development of an agreed upon strategy that aims at
integrating poultry producers and allied industries in order to mitigate constraints in factor
conditions, demand conditions, and cluster development.

The integrated approach of the poultry cluster includes assisting feed millers with market
development of high quality feed products. This will be accomplished by demonstrating
returns to table egg producers (based on actual experiences in Kosovo) from the investment



made in properly formulated complete feeds and feed concentrates. Similarly, veterinarians
will develop, with US volunteer assistance, bio-security and vaccination programs. |nput
suppliers will demonstrate practical solutions to packaging, the value of improved genetic
stock, and the use of appropriate technology.

3. Fruit and vegetable cluster

The focus of the fruit and vegetable strategy will be on import substitution where the key
intervention target being the fruit and vegetable processors. Any import substitution strategy
must be devel oped within a future export market approach. Specific products with comparative
advantage in the regional/European area that can compete in price and quality must be identified
and produced. Any investment in the fruits and vegetables sub-sector has to take into account
the necessity of integration of the food chain for these specific products. KBS can assist in
supporting the agri-business in each step of the production and processing chain in securing
credit, obtaining reasonable access to high quality inputs for agric ulture producers and
processors, training in classification, grading and labeling of produce, identifying new marketing
opportunities, improving processing efficiency and productivity. KBS can assist the processor or
farm group to evaluate if the products should be sold mainly as fresh or processed product in
order to be sure that the product is going into the most profitable marketing channel.

Domestic market development is critical for the future of the Kosovo fruit and vegetable
sector. The KBS project will assist and advise clients on developing products for the
specialized markets, extending production seasons, introduction of new crops and application
of new technology. In order to take over the early and possibly some of the late season market
it is necessary to think in terms of protected cropping. Using various new technologies for
extending the season it is possible to think in terms of capturing up to 6 weeks of the early
market for fresh vegetables. It should also be possible to extend the late season produce for a
period of weeks but this poses different and more difficult problems compared to those of the
early season market.

Also, atotally new approach to the market is recommended, whereby the early, main and late
seasons are specifically targeted through the choice of type and variety of fruit. In addition the
process markets should be targeted at specific varieties of fruits for the preserve, juice, and
cider markets. KBS agribusiness team will develop strategies that will focus on impr oving
management and marketing of horticultural products. The KBS approach begins with the
development of an agreed upon strategy that aims at integrating fruits and vegetable producers
and allied industries in order to mitigate constraints in factor conditions, demand conditions,
and cluster development.

The integrated approach of the produce cluster includes assisting input suppliers with market
development of high quality inputs and seed products. This will be accomplished by
demonstrating returns to producers using high quality seed and inputs. KBS will assist input
suppliers to demonstrate practical solutions to packaging problems, the vaue of improved
plant varieties, and the use of appropriate technology for production and processing. Demand
for produce will be developed through an improved market distribution strategy. This approach
will integrate alied industries to help producers overcome constraints in factor conditions and
increase important information flows through collaboration.



Quality | mprovement Strateqy

The survey of the green markets indicated that the level of prices for locally produced produce
is competitive compared to imports, however, imports are generally of higher quality. The
majority of Kosovo's produce is harvested ard brought to market with only alimited amount
of sorting and grading. There is also limited packaging of the produce in ways that would add
value, reduce post-harvest damage and preserve shelf life. The lack of postharvest handling
and infrastructure, such as simple pre-coolers, cool rooms, and consolidation points, packing
houses, nut hulling and shelling plants, are also constraints. In the nut business the limited
supply of raw materials makes the feasibility of financing the fixed capital cost of aprocessing
plant difficult without contracted sources of supply. KBS will be working with the agri-
processing sector to eliminate these constraints by providing technical and business
management assistance.

Adro-Processing Development Strategy

Processors must increase efficiency of processing and the farmer must decrease production
costs. Both these are very obtainable objectives given assistance by KBS and the grants
program. Decreasing the costs of production at the processor level can be done by improving
processing line layout, using correct processing procedures, and improving the varieties of
vegetables that the processors are buying from the farmer. To dramatically improve yields and
reduce the manufacturing costs, Kosovo's vegetable processors should be encouraging the
local farmers to plant more appropriate varieties. This can only be done by entering into
contracts with the farmer guaranteeing them a fixed price for a specific quality of processing
tomato. KBS will work with the processor to determine how the contract should be structured,
how many farmers will participate, what the costs are for processing and the price that can be
guaranteed to the farmer. The KFS through the grant program can help the farmers test new
varieties that meet these grading standards and produce the highest yields with the lowest
production cost.

Seeds and Plant Breeding Strategy

Farmers are presently constrained by the lack of good quality seed supplies. Farmers generaly
know of the value of good sed obtained outside of Kosovo and are willing to pay a premium
for good quality seed. However, buying the imported seeds is subject to the import taxes
placed on imported farm supplies. Unless the import tax laws on farm supplies are relaxed,
Kosovo farmers will continue to operate at a disadvantage compared to farmers’ of
neighboring countries. KBS will assist local nurseries to work with international seed
companies to contract local companies to produce high value seeds.

Seed Potato Strateqgy

There is ademand in Kosovo for potato seed. Thisis a special crop that demands hygienic
growing conditions, specia care and cultural knowledge. The main prerequisite is aland free
from the peach-potato aphid, a main vector for various vira diseases and freedom from various
eelworm pests. KBS can help input suppliers locate providers of seed potatoes from other
countries that are certified disease free and the highest yielding for this climate and soil
conditions. These seed potatoes can be used to start the seed potato industry here. Further,
KBS will provide specidists to assist the input suppliers to put in place certification procedures
for the seed potato growers to ensure that they are providing disease free seed potatoes. KBS



will then help assist agricultural input suppliers to locate local certified seed potato growers to
sell to the market they service.

TheNursery Stock Industry Strategy

The nursery stock industry is the least developed of al subsectors of the horticultural sector.
Nevertheless, the immediate future of this industry probably holds greater growth potential
than either fruit or vegetables. Up to 2001, the farms have been growing a small selection of
decorative dwarf conifers, some fruit stock mainly grafted on seedling stock and some popular
annual flowers. KBS will help develop this sector by providing the business with information
and contacts in Europe and America. Market development activities will be conducted by the
KBS staff with the assistance of volunteer consultants specializing in the nursery stock
industry.

Winter Vegetables Strategy

Introduction of new high yielding winter crops, new dieses resistant varieties, and seasonal use
of protective cropping technologies can increase winter vegetable production. The
implementation of specia processes to fill the winter period against the importation of seasonal
production from the south can be done with proper assistance. BS can help input supply
companies to find vegetables that fit the criteria for sale to the farmers Further, they can
provide consultants that can assist the input suppliers to teach the farmers to plant and cultivate
these crops using their inputs. Further, basic market devel opment can be done by the
wholesalers of such vegetables with the assistance of KBS.



SECTION II. INTRODUCTION

The agribusiness component of the KBS project is one part of the Kosovo Agricultural Sector
Support (KASS) program. Technical assistance activities under the agribusiness component
will complement the Kosovo Farmer Support (KFS) activity by ensuring weaknesses in the
value chain of targeted agricultural sub-sectors are addressed. Ideally, development activities
planned by KFS will be consistent with an integrated development strategy for the sub-sector
or geographic clusters of agribusinesses and their local producers. Key to the success of the
KASS program will be the development of holistic strategies for sub-sectors, targeted
assistance to relieve constraints up and down the value chain, consistent coordination between
implementers, and monitoring/evaluation of each component of the KASS program.

1. Agribusiness Component Purpose

The primary purpose of the agribusiness component of the KBS project is to enhance the
competitiveness of the agricultural sector by increasing demand for locally produced products,
targeting import substitution, and increasing export activities.

2. Component Objectives

The overall objective of the agribusiness component is to assist targeted agribusiness clusters,
in an integrated manner, to enhance the competitiveness of finished products in domestic and
export markets. This objective will be achieved by developing firm management capabilities,
increasing operational efficiency, establishing consumer awareness campaigns, quality
programs, branding, and other market oriented activities.

3. Sub-sector selection rationale

The contractor was tasked with proposing five priority sub-sectors in order to target technical
assistance under the KBS project towards those agribusinesses that can contribute the most to
agricultural development in Kosovo. The process used by the consultants included a
comprehensive survey and extensive interviews.

Guiding pillars in the selection process included:

1. Potential of the sub-sector to capture domestic market share and thus contribute
significantly to import substitution.

2. Linkages between agribusiness processors and farm producers are extensive and thus
provide the greatest opportunity for growth and expansion of the agricultura sector.

3. The proposed sub-sector development strategies are to an extent under way, thus the
project is not trying to create new industries, but rather facilitate the development of
agricultural systems that are already evolving.

4. The processing capacity of most existing agribusinesses is under utilized, and thus
the need for extensive investment in new equipment will be minimized.

5. An organizationa structure in the form of an association exists for most of the
recommended sub-sectors.
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6. Potential synergies amongst sub-sectors(e.g., feed with dairy and poultry)

The agribusiness competitiveness survey conducted by the contractor included 850 respondents
which together constitute a representative sample of all agribusinessesin Kosovo. The survey
included producers (e.g., poultry, mushrooms, honey, etc.), processors (e.g., dairy, meat, feed,
flour, fruit, vegetable, wood, etc.), food commodity wholesalers, and retail companies. Based
on these findings we have proposed a cluster approach to agribusiness competitiveness
development.

For example, the proposed dairy cluster is composed of fluid milk processors, veterinary
services, input suppliers and wholesalers of dairy products. The survey included 80
respondents from within the proposed dairy cluster. The poultry, feed, and oil seed cluster
included 74 surveys from within the cluster. Similarly, the meat and leather cluster included 91
respondents, speciaty products included 48 respondents, and wholesale of inputs 42
respondents. This means that if the survey is representative of the ertire agricultural sector we
are targeting over 51% of the existing agricultural sector.

The major sub-sectors not recommended by the consultants are wood processing, flour milling,
wine, beer, bottled drinks, bakeries, retail stores, textiles, coffee roasting, and confectionary.
These excluded sub-sectors comprised 49% of the survey respondents. The primary reason for
not targeting the wood industry (117 respondents) was their limited linkage to primary
agriculture production. The consultants do recognize that wood processors do have
considerable export potential. Flour milling and bakeries (109 respondents) as a cluster was
considered, but not recommended because of their limited ability to contribute to sustainable
agricultural development. That is to say, that small scale wheat production and localized flour
milling is afood security issue related to cultural experiences over time. Also, as an extremely
competitive commodity in global markets wheat produced in Kosovo has no chance to grow.
Furthermore, as other more important opportunities arise for small-holder land use (e.g., feed
grains, oil seeds, specialized crops, etc.) there will be a shifting away from wheat based
production.

When we remove the SOE from the list of potential clients (wine, beer, textiles, some wood
processing) the universe of other possible sub-sectors is quite small. There are two important
reasons for proposing a specialty products cluster: 1) many such firms hold export potential,
and 2) if there are individual private firms that fit the overall selection criteria, they can be
included in KBS agribusiness activities.

In conclusion, when you remove the wood processing, flour milling, retail stores, and textiles

from consideration as targeted sub-sectors, the proposed cluster approach includes nearly all
other agribusiness sub-sectorsin Kosovo.
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SECTION III. ORGANIZATION AND ADMINISTRATION

1. KBSproject offices

a. Pristinaoffice. The agribusiness team will be located in Pristina and provide technical
assistance from the KBS base of operation. All activities will be coordinated with the
Pristina office and KBS offices in Zvecan and Strpce to ensure timely and quality services.

2. Staffing plans (see organizational chart)

Agribusiness Competitiveness Advisor, Peter Dickrell
Agribusiness Development Specialist and BDS, Dennis Zeedyk
Senior Relationship Manager, Naim Avdiu

Relationship Managers:

i) Dairy cluster: 1. Zijadin Gojnovci,

ii) Poultry and feed milling cluster: 2. llir Zenelgj

iii) Meat and leather cluster; 3. Gazmand Alidema]

iv) Fruit and vegetable cluster: 4. Nora Kelmandi

v) Specialty food products cluster: 5. Abdylfetah Rexhepi

coow

KBS Project - Agribusiness Component
Organizational Structure and Lines of Authority

Home Office Field Office

Angus Olson Debra Wahlberg
Senior Manager Chief of Party

KBS Project KBS Project

Javier Fargas
Deputy Chief of Party

Home Office
Tom Fattori Peter Dickrell Other KBS RMs
Senior Manager Agribusiness Team Leader Relationship Managers
Agribusiness Component Competitiveness Advisor Agribusiness Clients
Technical Backstop

Dennis Zeedyk
Ag-BDS
Business Development

Naim Avdiu
Senior AgRM

Sub-sector
Working Groups

Zijadin Gojnovei Llir Zenelaj Gazmand Alidemaj Abdyifetah Rexhepi Nora Kelmendi
AgRM Ag-RM Ag-RM Ag-RM Ag-RM
Dairy Cluster Poultry, Feed, Qil Cluster Meat & Leather Cluster Specialty Products Fruit & Vegetable Cluster




3. Rolesand responsibilities of Relationship Managers(RMs).

a. Managing relationships with clients; providing business development services, ensuring
compliance with developed strategies, and coordination with KFS activities.

b. Organizing training and providing consulting services in:

i) Managerial and financia reporting (accounting training and systems installations)
i) Marketing and strategic business plans

iif) Firmlevel action plans (customized for agribusinesses) and

iv) Operational review meetings (ORMS)

c. Coordinating trade and investment activities with the KBS T&| team.

The KBS trade and investment team is planning an Agribusiness B2B roundtable for Tirana,
probably at the end of October. This would be a three country (Kosovo, Albania and
Macedonia) event. In addition the team has two major regional B2Bs planned, one in Ohrid,
Macedonia and the other in Kaponik Serbia, both of which should be strong in agribusiness
companies from throughout the region.

I nter national Organizations Procurement Awareness Day (IPAD)

The international community is a major component of the Kosovo economy. Therefore, in an
attempt to gain access to the procurement processes of the International OrganizationsyNGOs
(IO/NGO), KBS will organize an IO/NGO Procurement Awareness Day (IPAD). Besides
taking advantage of the vast IO/NGO presence in Kosovo and increasing sales to the IO/NGO
systems, the IPAD will offer local businesses the opportunity to learn how to navigate these
often Byzantine procurement systems. For this combination seminar/B2B, KBS will prepare
the agenda and letter of invitation to the IO/NGO representatives, organize the event, and
prepare companies and industry representatives prior to the event.

To make this program on-going, we will work with the IO/NGOs to create a process whereby
they will disseminate al procurement opportunities to KBS so that we can deliver these to our
clients. We will also establish aregistration process in which our companies would “register”
to become part of this program. By registering, they would be made aware of al procurement
opportunities received by KBS. As KBS comes to a close, we would turn over this activity to a
relevant association or other business organization (perhaps the Chamber of Commerce or

Euro Info Center).

Besides helping our clients learn how to access this important market, companies will:
&1 earn how to professionally present their manufacturing capabilities to IO/NGO
buyers,
#s&_earn about IO/NGO procurement requirements in order to prepare themselves to bid
on IO/NGO procurement;
& eDevelop relationships with |O/NGO agencies and buyersin order to effectively
compete for, and win, IO/NGO bids in the future
The objectives of this event for International Organizations will be to:

#5&_earn about the competitive manufacturing capability of Kosovar industry;
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esesTransparently disseminate procurement requirements to a wide swath of qualified
suppliers to ensure proper adherence by the Kosovar companies when preparing and
submitting bids to IO/NGOs;

#=Develop relationships with Kosovar industry in order to more broadly offer bidding
opportunities.

Food | ndustry Day

To strengthen the food industry within Kosovo and target import substitution opportunities,
KBS will hold a Food Industries Day. This event will bring together key government officials,
producers, retailers, wholesalers and others throughout the industry. This event will be aone-
day (combination seminar, trade fair and B2B) for the specific purpose of expanding the
marketed production of locally produced products in the local market. This program will be

designed to:

& eFacilitate a dialogue between the private and public sectors on regulatory and licensing
issues that constrain local market expansion,

&seConsummate immediate and future purchases of products made in Kosovo, and

#eASssist producers in Kosovo to integrate their marketing through the joint distribution
of complementary products.

To facilitate local market development of the Food Industry the KBS Trade and Investment
Practice would work with the newly formed KBS Agribusiness Practice, IFDC and other
appropriate organizations, to plan and implement the first Kosovo Food Day. As an adjunct to
this activity, is to recommended that KBS undertake a survey of schools, university,
government offices and retail shops to learn what they buy from Kosovo food companies and

more importantly, why they don’t buy food products from Kosovo companies and how we can
break through this market barrier.

4. Cooperation with other donor funded projects.
a. SavetheChildren Grants Program.

The Kosovo Farmer Support activity will be implemented through an umbrella grant to Save
the Children (SC). Under this activity, eligible grantees will submit proposals for grants that
will increase the production capacity, efficiency, and quality of agricultural commodities.
Grantees will be largely associations, NGOs, and other forms of private organizations.

b. Authority on grants selection issues.

The selection of grant proposals for funding will be wholly conducted by Save the Children.
The KBS Agribusiness team will assist Save the Children by providing information on the
agri-processing sector. The KBS team will play an important role in providing information to
assist SC in the evaluation of the technical and financia viability of individua grant proposals.
For example, priority should be given to those proposals that demonstrate clear linkages to
agribusiness clients of the KBS activity and thus add significant value to the KASS program.

c. Coordination with donors.

The KBS Agribusiness team will establish alist of donor activities that are supporting the
agriculture sector in Kosovo. The Team will also determine if opportunities for collaboration
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or the creation of synergies amongst programs exist, and if so, will make recommendations to
USAID/Kosovo on possible courses of action.
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SECTION IV. AGRIBUSINESSCOMPETITIVENESSASSESSMENT

The following findings were derived from the agribusiness competitiveness assessment data set
of 850 respondents.

1. Entrepreneur-identified general information.

#eGeneral findings: Average number: 12 years in business; 10 full-time workers; 13 full-
time employees are expected next year (9 mae and 4 femae) with 13 part-time
workers; 30% have at least one computer; 11% have access to the internet; 21% are
members of an association; 36% are based on or own farm; 54% are located in urban or
sub-urban area; 46% are located in atown/village and in rural areas; 44% started
businessfrom scratch; 44% took over afamily business; and 85% are classified as a
personal business enterprise.

& =30cial responsibility: More than 75% of the respondents provide childcare, meals,
trangportation, and minor medical payments on average or above average. 51% do not
provide education and training.

&eEnvironmental issues: 40% of the respondents do not use energy conservation methods
or keep environmental records; 48% dispose of solid waste themselves; and 45% have
received environmental or health/veterinary fines.

z\iew of the economy:. 42% view the economy as growing moderately and 34% view
the economy as staying stable.

z=\iew of the future 53% view sales next year to be average; 60% view the economy
next year as average; and 73% view the quality of their product next year to be above
average.

#esGeneral businessinformation: It takes 2 3 days to clear products from customs; 10
daysto register their business; On average they invested 47,674€ in 2001 and 36,988€
during the first seven months of 2002 (note higher rate of investment); 52% own land
and 12% lease land; 60% own buildings and 22% |ease buildings; On average,
government inspectors visit each company 2.4 times per month.

& eBorrowing and finance 29% of the respondents have received aloan; 22% of these
loans were under 5,000€ and 53% were between 5,000€ and 50,000€; 53% of the loans
were for less than 12 months; 66% of the respondents invest profits in expansion of
their company and 13% invest in new technology.

Conaultant-identified general business oppor tunities

eseJse of profits: Only 2% of respondents invest in training and education for employees.
Upgrading management skills and employee technical competencies

16



2. Entrepreneur-identified factor conditions.

& eRaw agricultural materials: 38% of respondents source raw materials from small and
large farms, and farm associ ation/cooperatives; 46% source from traders; and 9%
import directly. 47% of the respondents source their raw materials within 25 kilometers
and 20% between 25 and 50 kilometers; 10% source from the FYR.

& &Problems with raw materials: 49% identified uncompetitive and extremely variable
prices as the mgjor raw material problem; and 16% have problems with insufficient
quantities and 13% with poor quality.

& &nputs (chemicals, etc.): 59% source inputs from traders and 12% import directly
themselves; and 24% source inputs from other farmers.

& esAssi stance from suppliers: 53% do not receive any form of assistance from input
suppliers; 22% receive technical advice; 13% receive flexible payment schedules; 8%
accept payment in kind; and 4% receive forms of credit.

&5sS0Ur ce of information on technology: over 53% receive advice from other firms or by
observing other firms; 15% receive advice from friends; and 21% receive advice from

suppliers.

#esSource of primary job skills over 78% receive training from either former job
experience or on-the-job training; family members provide 11% of job training; and
less than 10% received training from universities or public training institutes.

& and ownership: Nearly 51% of respondents do not have any land problems; 18%
identified available capital to purchase land as a problem; when they do have problems,
16% view taxes as too high; and 38% say there are high registration fees and no means
for dispute resolution.

#esTechnology: 42% view availability of technology as being below average and 58%
view availability of technology as average or above; 99% view the cost of technology
as average or above; 29% of the existing equipment is less than two years old; and 79%
of existing equipment is less than 10 years old.

e nfrastructure: 54% of the respondents identify road conditions as below average; 91%
view trains access and availability as a problem; 44% view availability of electricity as
below average; 75% view the availability and reliability of communications as average
and above average and 74% view the cost of telecommunications as above average.

& nvestments: 58% of the respondents have made investments in their company to take
advantage of sales growth and 22% invest to raise efficiency with modern technology;
22% identify high interest rates as an obstacle to investment, 34% identified the lack of
own finance or lack of access to finance as a major obstacle to investment.

#eHuman resources 51% of the respondents viewed the availability of unskilled labor as

above average; 35% viewed the availability of skilled labor as above average; 80%
viewed the quality of skilled and unskilled labor to be average.
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eseNatural resources. 79% viewed the availability of water to be average or above
average; 89% viewed the availability of fuel to be average or above average; 72%
found land availability to be average or above average and 28% identified the
availability of land as below average.

Summary of factor conditions. Agribusiness respondents have identified the following factor
constraints: Variability and uncompetitive prices for raw agricultural materials; poor quality
local raw materials; poor infrastructure (roads, rail, and electricity); limited owner finance
possihilities; limited access to banking and high interest rates; high cost of modern technology;
and limited sources of information.

Conaultant-identified factor opportunities:

& eourcing: 68% of the respondents source raw materials from an area less than 50
kilometer s from their operation. This could be due to cost factors or lack of awareness
of sourcing opportunities beyond their own municipality. KBS agribusiness team can
provide sourcing information and options for processors. Also, contracting
arrangements between processors and raw materials producers will be devel oped to
help processors control the price variability they currently experience.

&&Collaboration: Agribusiness entrepreneurs source raw agricultural materials (46%)
from traders and (59%) of inputs from suppliers. Also, wholesalers play an important
role in sales, 35% of indirect sales are through wholesale channels. This level of
collaboration represents a strong foundation to build substantive collaborative efforts.

For example, suppliers are already a major source of technical information and this
service role could be enhance with assistance by KBS in the devel opment trandlated

fact sheets on technology use.

#efFinancial decisionmaking: There is currently very little evidence of financial decision
making based on analysis by the agribusinesses. As KBS agribusiness clients are
trained in cost accounting and basic financial management they will be able to utilize
this information to make important sourcing, marketing, and processing decisions.

&=KFSproduction support: On-farm productivity, post harvest handling and storage are
important areas for the KFS grants program to develop.

3. Entrepreneur-identified demand conditions.

eeMarketing: 38% identified lack of finance for marketing as a major obstacle to market
development; 19% identified no information on domestic markets, and 12% identified
the quality of products. Also, 52% view similar companies as their main competitors;
and 26% of the respondents view importers as their main competitors. 37% of the
respondents believe that their competitors have preferred access to markets and 17%
believe they have preferred access to credit.

& eExport constraints. 70% of the respondents identified border difficulties as above

average, with 73% above average difficulties at the Macedonia border and 73%
identified above average difficulties at the Montenegro border.
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&ePrimary customers. 60% identified households; 20% retail stores; and 7% traders from
the same municipality; 3% traders from outside municipality

= =Market knowledge: 43% do not know their indirect customers' selling price or only the
price range; and only 25% always know their indirect customer’s selling price.

& eProducts: 76% view their products as above average quality; 56% view products as
healthy; 21% believe their products are of superior quality.

= =Market locations. 86% of respondents market their products inside their own
municipality; 45% outside municipality; and 21% market to wholesalers; the average
distance to primary domestic market is 30 kilometers and 36 kilometers to secondary
markets.

&seExport markets Less than 4% of the agribusinesses surveyed export and those that do
export are state owned enterprises, wood products, leather, and a few specialized
products. Most exports are limited to regional countries.

zesCustomers. 59% of respondents identified ordinary customers as their major customer;
15% identified rural villagers as their primary customer; 9% identified customers who
are willing to pay for high quality; 27% say they provide individual clstomers service,
22% said their products are with ethical production methods; 13% provide fast
delivery; 14% provide certified quality documents, and 10% sell at the lowest price.

Summary of demand conditions. The agribusiness respondents have identified the following
demand constraints: A lack of finance and market information constrains marketing plans,
Customs regulations and procedures constrain imports and exports into neighboring countries;
Marketing services are largely limited to local municipalities, market sesgmentation is not
practiced to any degree; knowledge of market conditions outside their local markets is quite
limited.

4. Entrepreneur-identified supporting industries conditions.

#esTransportation: about 57% of the respondents view availability, reliability, and cost of
transportation to be average.

#efFinancial institutions: Respondents view the availability of banks (55%) below average
and 30% average; 62% view the cost of banking services to be above average.

&einput suppliers: Respondents view the availability (65%), reliability (65%), and cost
(60%) of input suppliers as average.

#esAcademicingtitutions: Respondents view the provision of information by universities
(55%) as below average; and 64% view the quality/reliability of research infamation
by universities to be below average.

#eClustering: 88% of the respondents said they receive below average assistance from
local governments; Only 17% of the respondents indicated that their collaboration with
other firmsis above average; and when those few who do collaborate, they identified
joint purchasing (48%) average and above average and transportation (45%) average
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and above average. Also, about 70% of the respondents collaborate below average on
marketing, production, storage, and other aress.

Summary of supporting industry and collabor ation conditions.

Agribusiness respondents identified the following constraints: The provision of information
from academic institutions is very limited; Agribusinesses receive no assistance from local
gover nments; collaboration with other firmsis very limited; and financia institutions are
not available and costly.

Conaultant-identified opportunities for collabor ation and cluster integration:

#eClustering: Clustering, as an approach to agribusiness development, is consistent with
the localized nature of current business operations. Facilitating further integration of
companies within a geographic cluster by the KBS agribusiness team will enable
existing collaborative efforts to expand while contributing to individual company
development.

5. Entrepreneur-identified firm strategyconditions.

efirmstrategy: 71% of the respondents view adaptability to market situation as
average; 66% view the importance of culture/tradition as above average; and 36% view
dowrsizing as a strategic option; 79% view the threat of substitute products in the
market as below average and average; and 71% the threat of new entrants into the
market as below average and average. 50% of the respondents identified increasing
production volume as part of their business strategy, 23% desire to broaden their
domestic market, and 11% identified increase production capacity.

«eManagement strengths 69% view their managerial capabilities as above average; the
main interna strength of the company was identified as 55% products, 12% employee
capability; and 11% teamwork. Only 1.8% identified corporate image, 5.4% business
process; and 8% organization as a main interna advantage of the company.

& =Marketing and pricing: 40% of the respondents identified use of own marketing
materials, 35% personal contacts with customers, and 19% advertise in media as the
primary marketing tools used by the company. 83% of the respondents view their price
compared to products sold in retail stores as average; 82% view their prices relative to
the industry prices as average; 72% view their prices relative to same type of small-
scale firm as average; and 80% believe their prices next year will be average.

#eDirect and indirect distribution channels: Regarding direct distribution, 65% of the
respondents distribute themselves, 10% sell in shops owned/rented in the municipality,
9% sell from their business site, and 5% sell from their homes. Regarding their indirect
distribution channels, 35% of the respondents sell produc ts to wholesalers; 22%

distribute through local traders; and 21% sell to retail shops outside of the municipality.
Only 5% of the respondents sell to restaurants.

weMarket assistance 50% identified information on Kosovo markets and 13% regulatory
information on foreign markets as types of market assistance received. On average,
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only 5% of the respondents receive assistance or advice on market opportunities such
astrade fairs, products/services, packaging, quality assurance, and
advertising/promotion.

eBusiness deficiencies: Respondents identified as the most important business
deficiencies as 25% pricing products, 16% marketing/promotion, and 11% purchasing

inputs. On average, only 5% of respondents identified production planning, operations,
quality cortrol, industrial standards, or accounting/finance as a deficiency.

& =Competitive advantage: The perception of competitive advantage of the company was
identified as 25% as low cost, 25% product differentiation, and 50% viewed both low
cost and product differentiation as their competitive advantage.

& #Business opportunities: 63% of the respondents identified understanding of the
customer as their main business opportunity; 17% identified innovation within the
company; and 11% identified cooperation with other companies.

& zCompetition: 90% of the respondents view competition by similar firms to be average
and above average; 70% view competitors costs as average; 62% view competitors
quality as average and 30% view competitors quality as below average; 71% view
competitors prices to be average; and 58% view competitors access to customers as
average;, 75% view the possibility of foreign firms capturing market share as average
and above average. 68% of the respondents view the market power of buyers as
average, and 63% view the market power of suppliers as average.

#einvestment plans: 63% of the respondents identified minor upgrade of equipment as
the most important investment made in the last two years, whereas 19% viewed major
equipment upgrades and 9% introduction of new products/services as their most
important investment. Only 1% of the respondents made a major packaging upgrade.

& zCompany performancethisyear: Business performance this year was identified as
40% always profitable, 24% all fixed cost were covered by saes, 12% returns were
satisfactory, and 11% of respondents view the number of customers as satisfactory.

6. Entrepreneur-identified government related conditions.

& esGovernment assistance 88% of the respondents identified no assistance from the
government; 7% identified information on the local economy was provided.

#eMain policy issues: 26% of the respondents identified regulations for starting a
business as the main policy issue; 19% identified export/import regulations; and 11%
identified quality of roads and infrastructure. The main regulatory issues identified by
respondents were 18% tax laws. 15% tax administration, 14% laws about |oan
collateral, and 13% import/export tariffs/taxes.

#eDesired areas of assistance  43% desire the local government to provide adequate
infrastructure; 35% identified safety/security for businesses; and 11% desire support for
business investment initiatives. 40% would like the provincia government to promote
private sector development and 37% desire policy programs that help with investment
stability.
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& eGovernment departments: 75% of the respondents identified taxation, assessment
department they had direct contact the most often.

& eSatisfaction with government: 46% of the respondents identified somewhat dissatisfied
and very dissatisfied with the government. 50% say they are somewhat satisfied.

Consultant-identified gover nment related opportunities:

& .=\Working group policy reform memoranda: An important activity of the working group
will be the development of policy memoranda based on analysis conducted by working
group members (with support of KBS volunteers) on priority issues identified by the
sub-sector. KBS will assist the working group in data collection and provide guidance
on memoranda drafting procedures.

7. Entrepreneur-identified chancerelated conditions.

#eRisks today: 69% of the respondents identified economic stability as the most
important risk; 11% identified price stability, and 10% identified political stability.
Only 7% view crime as arisk to their business.

& =Economic stability: 65% of the respondents view inflation as below average, 61% view
the risk of a currency devaluation as below average, 75% view the risk of greater
imports as average and above average.

& eBusinessrisks: 87% of the respondents view the risk of political instability as average
and below average; 92% view the risk of AIDS as below average.

8. Consultant-identified constraints on agribusiness development.

The agribusiness consultants have identified ten major constraint areason agribusiness
development in Kosovo. They are: 1. Privatization; 2. Financial and Cost Accounting; 3.
Quality Control; 4. Process Improvement (productivity); 5. Marketing; 6. Information Flow;

7. Collaboration; 8. Sourcing; 9. Financing; and 10. Trade and Investment. Under each of these
ten areas constraints are identified and KBS actions to help mediate these constraints.

Privatization

Agri-business congtraints:

&4 imited investments. Three major food processors are “leasing” space in SOE’s and
musgt limit investment because they do not know what will happen to facilities when
they are privatized

#&A number of feed grain millers are “leasing” space in SOE’s and have very limited
storage capacity and currently are unwilling to invest capital improvements.

zseAdncertainty (risk). Several poultry producers are renting buildings from SOEs on a
one year leasing arrangement. Such uncertainty limits decision making, forward
planning, and investment decisions.
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KBS actions:
#eAdvise USAID privatization project and other governmental bodies on the benefits
of privatization on the agri-processing sub sector
#52ASSist agri-processors in the identification of capital improvements that can be
economically accomplished under current ownership structure
&5z SSi st agri-processors in the identification of alternatives to SOE buildings and
equipment

Financial and Cost Accounting

a) Agri-business congraints:
& #Processors, feed millers and input suppliers do not know precise production costs
& nefficient operations management
#eNo breakdown of labor or variable costs for various operations of business
= eBreak-even points for running multi-production lines are unknown
&edmproper product mixes for gross profit maximization
& Production line management is not planned in order to minimize cost and maximize
output
&5 mproper resource allocation for net profit maximization
#eNo planning for future investment in capital improvements
#&No financial projections determining future profitability
&0 accounts receivables collection policy resulting in outstanding bad debt
#eNo joint investment plans for future expansion

b) KBSactions:

#eKBS accounting department will implement accounting programs and teach cost
accounting principles so that the agri-businesses can make proper operations
management decisions based on correct financial and cost accounting data and
principles

KBS will assist in implementation of an accounts receivable collection program
including advanced collection methods, timely payment discounts, collection
agencies and write off of debt where appropriate

KBS will help client prepare financia statement categorizing business expenses as
fixed and variable costs in order to encourage maximum capacity utilization

KBS will help processor develop cash flow projections on new investments in
processing lines and input supplies

Quality Control

Aqgri-business constraints:

&l evel of quality is not determined by the firm to provide the consumer with the best
value for their money

#eQuality level of products is not up to the market place standards causing product to
be uncompetitive

#eNo quality control measures in place to insure that the consumer is provided with a
consistently good quality product

& eQuality control problems with agricultural input from the farmer

KBS actions:
#«KBS relationship managers will help identify proper quality levels for market place
and implement quality control measures
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KBS agricultural unit will help identify correct quality test equipment and get
volunteers to implement quality testing to ensure consistent quality product

KBS will analysis the import competition based on the quality of their product,
packaging and advertising

2«KBS will conduct generic market research that can be used by processors to make
appropriate marketing decisions

KBS will help client implement “BRANDING” program in order to obtain
premium price for properly branded products

#KFS and KBS will work with farmers and processors to implement quality control
programs

Process mprovement (productivity)

Aqgri-business constraints:

&= mproper equipment is being used for processing food products causing bottlenecks
in production line

& ncorrect supplies are being provided to the farmer for yield maximization

& zFeed supplement ingredients are missing to produce the highest quality feed at the
lowest price (no amino acids in feed grain blend)

#eNO0 inventory control systems

eednsufficient inputs of raw materials during part of the year causing loss of market
share

KBS actions:
zeKBS will teach processors ssmple ABC method of inventory control
zeKFS will work with producers to increase production of specific products that are
needed by the processor
KBS will help rational production lines for the processor and identify equipment
needs

Marketing

Agri-business constraints:

&l ack of marketing strategy for increased sales and utilization of production capacity

& eProduct |mprovement

& eProduct Development

zeDistribution

#eNo new sales and distribution channels (e.g. direct sales, sales through distributors,
joint sales force, etc.)

##No regular sales force meetings

#&No training of sales force in salesmanship

##N0o mechanizes for feed back from sales force to determine consumer wants and
concerns

KBS actions:
KBS will provide analysis of marketing and sales strategy and offer individualize
training in proper marketing and sales techniques
KBS will provide volunteers to assist in commodity specific marketing and sales
anaysis
2K BS will encourage and support processors participation in the Kosovo Export
Association for export sales development
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KBS will encourage the processors and input suppliers participation in B2B
meetings

==K BS will teach processor in-store promotion techniques to immediately increase
sales

2«KBS will help identify new buyers of products through their contact list

Collaboration
Aqgribusiness constraints:

& eProducers, processors and input suppliers do not have a regular exchange of ideas
and information concerning the agribusiness sector

KBS actions:

KBS will maintain working groups within the Farmer Associations to insure that
timely exchange of information and ideas occurs concerning the agribusiness sector

KBS will develop with the workgroups a needs assessment on the types of research
and marketing that is needed within the sector

2zKBS will educate the sub-sectors on collaborative marketing and research activities
funded by the industry such as “check off” programs

KBS will bring in volunteers that will work with the Associations implementing
research and marketing activities

Sourcing

Agribusiness constraints:

& eAgribusiness have a very limited knowledge of where to obtain basic equipment
and supplies for operation of facilities

& eProcessors have a difficult time locating spare parts for their processing machinery

#Anput suppliers have only one or two regular supply company and do not know
where to obtain aternative products

e enternationa suppliers do not know Kosovo market and do not attempt to do new
business here

KBS actions:
KBS will develop a domestic and international supplier data base for use by the
agribusinesses for obtaining equipment and supplies
2«KBS will bring in volunteers on food processing equipment to assist processors
with new equipment purchases and identifying sources of spare parts for equipment
KBS will educate international agricultural input suppliers on the ease of doing
businessin Kosovo

Financing

Agribusiness constraints:
& eAgribusinesses have insufficient or no financia statements for obtaining bank credit
& eAgribusinesses have a limited knowledge of different opportunities for financing
zeNew agribusiness have no business history upon which to base credit

KBS actions:
2«KBS will develop accounting systems for the agribusinesses that meet the lending
requirements of the commercia banks
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KBS will develop a data base of credit opportunities for agribusiness

KBS will hold regular seminars on credit opportunities

=eKBSwill assist agribusinessin reaching the appropriate organizations for credit
KBS will assist new businesses in looking for alternative credit sources

Trade and | nvestment

Aqgribusiness constraints:
#eAgribusiness lack knowledge of potentia trade and investment opportunities with
foreign firms
#=Most business do not have any knowledge of the procedures that they must go
through to develop a working relationship with aforeign firm
& eforeign businesses believe that Kosovo is not an attractive place to invest because
of the past civil conflict

KBS actions:

KBS will offer trade and investment services to local and foreign clients on
investing in Kosovo agribusiness

KBS will plan and organize business to-business meetingsin Kosovo to facilitate
trade linkages with the agribusiness sector

KBS will establish contacts for local agribusiness with potential customers or
partners, and facilitate negotiations

KBS will seek potential new buyers, marketing agents, and suppliers for
agribusiness

KBS will provide up-to-date market information and planning assistance for new
export opportunities

KBS will identify potential foreign investment partners, review investment
proposals, and conduct initial due diligence on a potential foreign partner

KBS will develop a Trade & Investment web site database helping foreign
businesses locate companies in Kosovo as potentia partners

2«KBS will provide current information on economic, fiscal, and legal issues that
affect agribusiness operations and investing in Kosovo

KBS will provide foreign investors a 'one stop shop where they can save valuable
time and energy. KBS s relationships with alarge number of public and private
sector entities will facilitate the investment process

KBS will contact US Department of Commerce to gather information on
prospective investors in processor.
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SECTIONV. AGRIBUSINESS COMPONENT IMPLEMENTATION

1. Approach to coordinating technical assistance services

This section describes how the agribusiness component of KBS will coordinate

implementation with the Kosovo Farmer Support (KFS) activity. The KBS Agribusiness Team
will be providing standard KBS services to their agro-business clients. The Team will aso

coordinate efforts implemented by the KFS activity that pertain to the internal business
functioning of the agro processor.

a KBS Servicesinclude:

i) Firm level action plans and operational review meetings
i) Manageria and financial reporting

iif) Marketing plans and strategic business plans

iv) Trade and investment activities

v) Quality and branding programs

b. KFSServicesshould include:

i) Farm management and bookkeeping
i) Animal husbandry

iii) Crop production methods

iv) Contracting

v) Post harvest handling and storage
vi) Product quality and grading

The KBS agribusiness team will complement, when necessary, KFS technical services with

technical volunteers supplied by KBS. Volunteers with both processing and production

knowledge will be recruited to ensure effective linkages between production and processing.

c. KFSgrantsprogramcriteria:

i) All subsector participants are eligible for grants program
ii) Grantees are willing to conform to a cluster development strategy

2. Performance Monitoring and Reporting System

a. Baseline established from sub-sector strategies
b. All KBS agribusiness clients
c. Monitoring will be implemented by the RM assigned to the agribusiness client
d. Coefficientsto be monitored include:
i) Revenues
ii) Operationa profit
iif) Employment
iv) Total investment
v) Vaueof exports
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e. Reporting
The agribusiness team will incorporate sub-sector reports into the periodic KBS monthly and
guarterly reporting system. As with the normal KBS monitoring of targets, the agribusiness
team will provide all necessary information on agribusiness targets.
3. Sustainability

a. Collaboration with the Agriculture Faculty:

Scopes of work developed for consultants and volunteers will include the requirement of
making formal presentations on technical work at the Agricultural Faculty. For example, if a
poultry volunteer completes a poultry operational management task and develops atool for
monitoring layer performance, this tool will be trandated and then made available to as many
poultry clients in Kosovo as the existing budget resources alow for. This information diffusion
activity will be organized through a seminar series sponsored by KBS and the corresponding
working group (i.e., poultry working group) and hosted by the Agricultural Faculty. The
seminar series responds to the information constraints identified in the agribusiness
assessment.

b. Synergies amongst industries:

The approach to integrated cluster development proposed in this work plan will not anly strive
to facilitate business linkages amongst cluster participants, it will also encourage, through joint
activities, the promotion of synergies amongst the targeted sub-sectors. For example, there are
clear business linkages between dairy production and meat processing, between feed milling
and poultry, dairy, and other livestock enterprises. Furthermore, the inclusion of veterinarians
who service poultry, dairy, other livestock enterprises; as well as input suppliers who service
the milk and meat processors; will create real opportunities for increased synergies amongst
the various project participants. The fostering of these synergistic linkages will be made
explicit in strategic planning sessions with the partner associations/working groups.
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SECTION VI. SUB-SECTOR STRATEGIES

1. Integrated Approach to Sub-sector Development

The sub-sector development approach begins with an understanding of the current market
situation for the primary products produced by the sub-sector. Understanding market dynamics
alows for identification of opportunities for sub-sector participants to develop their markets.
The agribusiness assessment (broad based and sub-sector specific) have provided insights on
the magjor constraints to agribusiness development. Then, with market knowledge and an
understanding of major constraints in hand, project implementers will work with selected sub
sector clusters on the development of a strategy that defines goals and objectives for the
cluster. The primary goal of al sub-sector strategies will be market development. However,
market development activities will proceed in parallel with technical assistance to cluster
participants in management strengthening, operational efficiency, marketing, quality and
branding, and trade and investment.

a  Sub-sector clusters

A sub-sector cluster is defined here as a geographic cluster of firms oriented around a central
processing facility. For example, in a given municipality the dairy cluster would be comprised
of adairy processor, veterinarians, input suppliers, milk assembly firms, and milk collection
centers. There will be multiple dairy clusters located throughout Kosovo, each formed around a
primary milk processor.

b. Working groupsand Associations

There are USAID/K osovo supported associations that can become the focal point for
implantation activities. They are the emerging Dairy Association, the established Poultry and
Feed Association, and Input Suppliers Association. The agribusiness team will form within the
respective association and with the participation of the associations, a working group as a point
of contact for the association. Membership in all working groups will be multidisciplinary
which is consistent with the integrated approach to cluster development. For example, the
membership of the working group of the Dairy Association will include milk processors,
veterinarians, input suppliers, and milk collection firms.

The KBS agribusiness team is also recommending that the fruit and vegetable, and specialty
products sub-sectors be considered for technical assistance. The Drini Valey Vegetable
Producers Association (Anadrini) will be the focal point for the fruit and vegetable working
group. The Kosovo Export Association may be the best vehicle for forming a working group
for the speciaty productscluster. This possibility will be investigated further. The working
group for the Meat and Leather cluster will be organized by entrepreneurs interested in
collaborating with the KBS agribusiness team on implementation activities. It is understood
that there is an emerging meat producers and processors association. The situation on the
evolution of this association will be monitored closely and an assessment of their viability
determined.

i) Sub-sector workinggroups.

1. Dairy cluster working group — Kosovo Dairy Association
2. Poultry, Feed and Oil seed cluster working group — Poultry and Feed Association
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3. Mesat and leather cluster working group
4. Fruit and vegetable cluster working group — Vegetable Producers Association
5. Specialty products working group — Kosovo Export Association

ii) Sub-sector working group activities.
The KBS agribusiness team will assist the working groups with the following activities:
1. Sub-sector (cluster) development strategies. Identifying constraints and action plans
2. Market development strategies: Increasing demand
3. Trade activities: Jointly sponsored business-to-business
4. Quality certification activities
5. Dissemination of information products and technical tools

c. Rolesand responsibilities

The agribusiness competitiveness advisor, Peter Dickrell, will be responsible for organizing the
working groups in a strategic planning workshop. He will be assisted by the Senior
Relationship Manager (SRM), Naim Avdiu, and the designated cluster relationship managers.
They will work with members of the Working Group on sub-sector strategies and with
individual (geographic) clusterson cluster strategies.

Dennis Zeedyk, is the designated Business Devel opment Specialist, responsible for managing
the agribusiness team Relatiorship Managers on the delivery of KBS services to selected
clients. He will be assisted by Senior Relationship Manager, Naim Avdiu, in the scheduling of
consulting services, aswell as the training in managerial and financial reporting systems,
marketing, strategic action plans, and conducting operational review meetings (ORM). Naim
will report to Dennis and they will ensure that all RMs are meeting their established targets.

Agribusiness development specialist, Dennis Zeedyk, will also coordinate with each grantee on
implementation issues related to production. Dennis will ensure that grantees are in compliance
with the cluster development strategies. He will also assist Peter Dickrell on Working Group
management issues and proposed public awareness campaigns.



2. DAIRY CLUSTER
a Market Situation.

In 1999, Kosovo suffered the devastating affects of civil war. Damage to livestock and dairy
producers was extensive. USAID/Kosovo has embarked on a series of programsin an effort to
put Kosovo back on track after the civil war. One of the sectors selected for attention is the
dairy industry. Milk production is fairly wide-spread throughout Kosovo and improvements in
the production, collection, distribution, and processing of milk will lead to added income
throughout the rural sector.

The Kosovo dairy sector is poised to take a giant step forward in the increased production of
high quality milk. This production must be accompanied by the manufacturing and marketing
of high quality dairy products. The dairy sector is a prime example of how an industry must
progress in terms of technology and systems or be left behind in the world market. To launch
the dairy industry in Kosovo to the next level of competitiveness, a focused approach that
introduces technology to the dairy farmer to maximize cost-efficiency in the production of
milk is essential. Furthermore, the processing and distribution of high quality dairy products
combined with aggressive marketing and promotion of their nutritional benefits is needed to
stimulate demand for dairy products made from locally produced milk. The ability for the
sector to grow and prosper must be based on improvements in cost efficiency and quality
control at each level of the dairy sector from the farm through the processor to the consumer.
It is only through the introduction of technologies at each of these levels that the Kosovo dairy
industry will increase the internal demand for dairy products.

The total dairy cow population in Kosovo is about 155,000 head. The average “dairy” farm is
about 4 to 5 cows being milked once a day with average yield per cow of less than 2.7 liters.
This dismal yield per cow isin contrast to a number of private commercia dairy farmsin
Kosovo milking 30 to 40 head of full bred Semimetal cows twice a day getting an average of
25 liters aday per animal. Milk production per cow at the small farms is extremely low
because of poor genetics, little or no veterinary care and the lack of feeding of the animals high
protein feed grains. Also, maragement productivity parameters (days open, duration of
lactation, age at first calving, etc.) are very low.

An additiona congtraint is that Kosovo milk production is based on pasture grazing, therefore,
it isvery seasonal. During the summer season, production rises as much as sixty percent over
production during the winter season. Prices paid for milk reflect the seasonal pattern. During
the winter and spring the price paid for milk by the processor is.30 € aliter which is
substantially above the world market price of .24 € per liter. During the summer and fall when
the cows are in full production the processors are paying .22 € to .26 € per liter. Further, the
processors have trouble using al the milk in the summer therefore they are not as vigilant in
picking up all the milk offered by the farmers. The milk that can not be sold to the processor
by the farmer is sold in the local market for substantially less than .22 € per liter or is used at
home to be made into cheese and yogurt which is consumed by the family.

In general, during most parts of the year the price the Kosovo farmer receives for milk is above
the world market price. The average world market price for milk is about .24 € per liter with
New Zealand farmers receiving as little as .16 per liter and Isragli farmers receiving .34 € per
liter. U.S. and European farmers receive about the average world market price. The Kosovo
farmer during the flush season receives from the commercial processor about .24 € per liter.
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Thisis at the time of year when the milk producer has the most milk. Therefore, the average
price throughout the entire year is far below the .30 € price.

The commercia farmers that were interviewed indicated that the .24 € price was “more than
sufficient” for them to make a profit on their farming operation. In fact, all of the commercial
farming operations interviewed were in the process of expansion of their herd size based on the
fact that .24 € might be the price that they receive through out the entire year. However, for
most of the small farmers this price isinsufficient to sustain or improve their farming operation
because of the small amount of milk they are producing. In order to benefit the small farmer
both an increase in production efficiency and an increase in the price for their milk during the
flush part of the year must be gained. Even small increases in the volume of milk produced per
day with an increase in the value per liter for their milk will have a dramatic effect on the daily
income of the average farm family.

It is estimated that total demand for dairy products is about 227,000 metric ton (mt) annually
assuming an annual consumption rate of 126 liters per person. This consumption rate has not
been verified; however, it is substantially below the diary consumption rate of Europe or the
United States which is approximately 180 liters annually. Importation of milk into Kosovo is
about 74,000 to 100,000 MT per year. Importers surveyed estimated that 120,000 liters
(43,800 MT/year) of imported UHT milk is consumed daily in Kosovo. Importers are paying
50 € aliter for the UHT milk in Hungary and Serbia, transporting it to Kosovo and selling it to
the grocery storesfor .65 € aliter. The Grocery stores are then selling the UHT milk far .75 €
t0.80 € aliter. Every store surveyed carried fete cheese from Hungary ranging in price from
250 €10 3.00 €. Thelocaly produced fete cheese was sold in al of the green markets but was
carried in less than 10% of the stores surveyed and sold at an average price of 2.50 €. The
packaging of the local produced fete cheese was inferior to that of the imported cheese. In the
opinion of the author of this paper, a Wisconsin certified cheese grader, the local cheese
displayed inferior taste qualities having off-flavors caused by impurities in the raw milk used
to produce the cheese.

The total loca production of milk is unknown because so much of the milk is sold in the
informa market, however, CARE estimates that 25,500 MT is produced a year out of which
14,600 MT is made into cheese and 10,900 MT is sold as fluid milk and yogurt. Currently,
local production of milk and imports of dairy products does not come close to meeting
Kosovo's total demand for dairy products.

There are only four commercia dairy processing firms currently in operation in the Albanian
section of Kosovo and one in the Serb area’. These firms are located in Gjakova, Pristina,
Gjilane, Prizren and Zvecan with atotal production capacity in excess of 40,000 liters of milk a
day with existing equipment and up to 60,000 liters a day with minor repairs to existing
equipment. The factories are currently processing an average of 1,200, 2,500, 1,500, 2,000 and
1,000 liters of milk a day. These companies supply alimited range of dairy products to the
domestic market. Since the market is substantially served by imports, their immediate goal is
to compete effectively with the imported products. The quality of their products range from
poor to excellent. All the processors demonstrated the ability to produce high quality milk
products, however, quality control is a problem.

These firms produce a mix of packaged fluid milk, soft and firm yogurts, cheese and cream.
All the processors indicated that the greatest profit margin was on the fluid milk. The

1 Abi, Bylmeti, Go laj, Kabi and Zvecan
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processors are buying the milk at between .22 and .30 per liter, salling it delivered to the retail
storesin Pristinafor .45 per liter and the storeis selling it for .50 to .60 per liter. The factory
takes back al retur ns of milk that goes bad before it is sold. 1n the winter time this is less than
1% of sales, however, in the summer with the onset of hot weather this can run up to 25% and
sometimes more when the electricity is off for more than 24 hours. Their biggest competition
isimported UHT milk from Hungary which is selling for between .60 and .80 aliter.

The processors indicated that yogurt was also a profitable item. The factories usually produce
twice as much yogurt as all other products combined. The biggest cost of production for the
yogurt besides the milk is the cost of the packaging. They claim that they are paying an import
tax on some of the packaging material which is causing them to be uncompetitive with imports.
The biggest problem the factories are now having is with the lack of electricity. The cost of
running the refrigeration units with a power generator is very costly for the factories. A couple
of the factories were attempting to get the yogurt to the market on the day it is made which is
causing an additional expense.

Cheeseis basically aloss leader item. All the factories claimed to be “losing” money on the
manufacturing of cheese. On “White” cheese they nearly broke even because they had about 8
litersto 1 kilo conversion rate fram milk into cheese. With the “Yellow” cheese they al said
they lost money because they had about an 11 liters to 1 kilo gram of cheese conversion rate.
Currently, they do not receive any price differential between the two cheeses. They made the
yellow cheese on a per order basis only in order to keep their other products in the distribution
channel. One factory was making a fresh “mozzarella’ once a week and had an excellent
market for the product even though the cost of production was higher than any of their other
products. They are receiving a premium price for the product because the consumer knows it
is fresher than the imports and is willing to pay extrafor the freshness.

All the factories had production capacity far in excess of their current production. The reasons
given by the processors for the under utilization of their production capacity was:

#= ack of market because of competition from imports;

el ack of eectricity at the retail level causing the milk to go bad;

& ack of electricity at the processing plant level making refrigeration of fresh milk very

costly;

& ack of supply of milk during the winter hindering market development;

#eQuality control problems with the milk coming in from the farms;

#=Quality control problems at the production level;

eQuality control problems at theretail level.

All of the processors indicated currently they had an excess supply of milk given the market
conditions, however, they have problems getting enough milk during the winter season which
they thought adversely affected their total market development efforts through out the entire
year.

b. Constraint Analysis

The ability of both the producer and processing sectors to grow and prosper is not assured
absent broad based improvements in operational practices and technology transfer. The
Kosovo dairy sector can be made more competitive with a reasonable amount of development
and investment. This aid must be structured to encourage the development of specific aspects
of the production, processing and marketing working together in order for the entire industry to
grow. The “recommendations’ for the modernization of the Kosovo Dairy Sector are



numerous, however, all can be implemented with a coordinated effort by all parties. The
challenges facing the dairy indugry in Kosovo revolve around three central issues:
productivity, quality and market development. The three major constraints in the Kosovo dairy
industry are:

Kosovo and Hungary are both milk producing countries, however, Hungary produces much
moremilk per farmer and exports their high quality dairy products through out the region. The
difference between the two national dairy industries is a question of operational scale and level
of technology. As much as 90 percent of Hungary’s raw milk production flowsthrough
industrial dairy processors. In Kosovo, the proportion of raw milk flowing through industria
processors is less than 10 percent. Normally, in Kosovo the locally produced milk is sold at
ambient temperatures in the local market. Much of this production is consumed at home as
fresh milk or made into yogurt and cheese. In every urban and rura area, UHT milk and
imported cheese can be found in the markets and retail grocery shelves. Thelocally produced
dairy products have difficulty competing with the imports because of quality and packaging.
This situation is not unlike Hungry 20 years ago. However, Hungry through financialy strong
and commercially viable farming units and strong dairy processors developed a healthy dairy
sector and is how a net exporter of dairy products.

Productivity levels at the farm level are extremely poor even by standards within devel oping
economies. Thisis caused by how extremely small the farm sizes are and the failure to use
modern milk production techniques. The small and medium sized dairy farmer’s net income
based on their size and resources is smaller than could be achieved by a*commercial” farming
enterprise with modern milk production methods. At the producer level a small increase in
productivity can substantially increase their general income thus allowing them to make
improvements in their production facilities resulting in a growing and healthy dairy industry.

Poor dairy product quality caused by poor handling practices at both the farm and pr ocessor
levels and inadequate transportation, storage and handling practices between the farmer and the
processors. Poor milk quality causes hazards to the consumer’s health, restrictions on the type
of dairy product that can be produced and decreases the quality of the products that are
produced thus making them unacceptable to the consumer. Further, poor handling practices at
the retail level results in the consumer receiving a sub-standard product therefore reducing
future sales.

There is an insufficient supply of high quality milk throughout the year and insufficient
demand for high quality locally produced dairy products during the flush season. This causes
the processor to buy the extra milk at very low prices during the summer, therefore, producing
more cheese and yogurt than the market can handle. This benefits the consumer with low
priced cheeses, however, ultimately reduces farm income. It is the classic example of price
inelasticity of demand vs. oversupply of production.

Quiality is one of the most critical elements in developing a strong dairy industry. Poor
sanitation and milk handling practices are pervasive a the farm level. Collection systems
suffer from poor handling practices and lack of refrigeration. A high stable price can not ke
paid by the processors for poor quality milk. The competitiveness of Kosovo dairy products
in both domestic and international markets is seriously compromised by the generally low level
of milk quality. Production of raw milk at reasonable high levels of quality is the most
fundamental step needed to improve the Kosovo dairy industry, but without corresponding
improvements in the way dairy companies process the milk, the economic benefits of farm
level improvement will be impaired. Stronger demand created by improved quaity will be the



foundation for the industry’ s sustainability and future growth. This quality demand driven
approach is distinct from previous devel opment approaches that have often focused on
increasing production efficiency and supply. A total supply and demand approach must be
implemented to ensure a strong market for high quality locally produced dairy products.

The oversupply of milk during the summer season which cannot be processed into high quality
dairy products causes price variations that deter farmers from investing in their farming
enterprise. Currently, current milk supplies exceed the market demand during the flush season
causing alow price. The low price of milk during the flush season is a disincentive to
investmert by dairymen into quality and productivity enhancement. USAID can break this
cycle by assisting the processors to invest in high quality dairy products production while at
the same time increasing market demand in the fluid milk market. Thisis going to take
investments of time, resources and money by both the production and processing sectors.

Dairy development assistance for Kosovo must provide technology and services through three
main activities:

Consumer Marketing and Promotion. Increased demand for dairy products through educating
and encouraging milk and dairy product consumption at the consumer level.

Quality Value -added Processing. Increased profitability for processorsin the form of
improved quality products commanding higher market values in the domestic market and
effective “BRANDING” campaigns to promote the consumption of milk;

Increased Production of High Quality milk. Increase the production of high quality milk
through training in proper milking and milk handling practices, storage and transportation of
milk. Thiswill be done with small farmers through the farmer owned milk collection centers.
Increase the production of high quality milk through the appropriate use of artificial
insemination, high protein feed concentrates, proper veterinary medications and farm financial
management;

c. Cluster Development Approach

The approach to dairy cluster development in Kosovo is characterized as integrated throughout
the value chain (including alied industries) and places initial emphasis an creating demand for
quality dairy products. Market development in paralel with quality improvementsin milk
production and processing are essentia to the approach.

d. KBS Participantsinclude:

i) Milk processors

ii) Milk collection & cooling services

iil) Veterinary services (Artificial Insemination (Al), medications, health)

iv) Milk transportation services

V) Input suppliersfor milk production. (Milking equipment, farm machinery, cleaning
supplies, diesel fuel, farm management services, computer technical services, waste
management systems, water and irrigation services, custom field preparation services,
seed suppliers)

vi) Input suppliersfor Dairy Processing. (Milk production equipment, dairy
processing equipment, milk filling machines, packaging, appropriate technology for
milk processing, pasteurization equipment, custom stainless steel equipment



manufactures, plastics molding manufactures, technical services for equipment repair,
distributors of dairy products to retail and restaurant trade, chemical supply companies,
milk testing equipment companies, delivery truck sales and services companies,
advertising and promotion agencies, package design companies, export certification
companies, freight forwarders, export consolidation companies)

e. KFESProduction support activ ities (coordinated with KBS)

i) Dairy farmers

ii) Feed grain production
iil) Silage production
iv) Forage production
V) Services

f. Dairy cluster working group (Dairy Association

i) Sub-sector working group members include: Dairy processors, Veterinarians, Milk
collection stations, and Inputs suppliers.

g. Development of a Dairy Industry Cluster Strategy

The agribusiness competitiveness advisor, Peter Dickrell, will be responsible for organizing the
Dairy Working Group in a strategic planning workshop. He will be assisted by the Senior
Relationship Manager (SRM), Naim Avdiu, and the designated dairy cluster RM, Zijadin
Gojnovci. They will work with members of the Dairy Working Group on a sub-sector strategy
and with individual (geographic) dairy clusters on dairy cluster strateges.

Agribusiness development specialist, Dennis Zeedyk, in addition to providing technical
support to the RM’s on the Agribusiness Team, will coordinate with grantees on production
related issues and ensure that all dairy related grantee plans are practical, achievable, and
consistent with the developed dairy strategies.

h. Mitigating Demand Constraints - Consumer marketing and promotion activities

i) Market development.

The milk processors in Kosovo must be assisted in devel oping markets for high quality dairy
products using locally produced milk. It is only when the processor sees a benefit to filling
these markets with locally produced dairy products will they have a need and desire to pay a
premium price to the farmer for high quaity locally produced milk. Therefore, the KBS
agribusiness team will assist in the formation and functioning of a Dairy Working Group
(DWG) within the Kosovo Dairy Association. This group the will identify, establish and
develop markets for high quality dairy products. These markets include but are not limited to
fluid milk and flavored milk, Mozzarella cheese, ice cream (using locally produced dairy
products and not palm oil and powder milk asis currently being used), butter, cheddar cheese
for the fresh market and processed cheese markets, cheese foods and ingredient additives.
Further, the DWG must assist the processor in producing dairy products that are currently
being supplied to Kosovo from other countries that can be more profitably produced locally.
The DWG will assist the dairy production facilities in fulfilling these markets by educating
them as to the size and scope of the markets, market demand for quality product, packaging



and marketing requirements, and production requirements such as equipment, production
techniques, quality control and packaging and storage needs.

A good example of an important component of the dairy market that has not been developed by
the dairy processorsisthe “international community”. The KDA will support the local dairy
sector in gaining access to the procurement processes of the International Organizations/NGOs
(IO/NGO) and most importantly the military bases and installations. KDA will offer local
dairies the opportunity to learn how to navigate IO/NGO procurement systems. T hiswill
include identifying major dairy products that IO/NGOs procure, standards that must be adhered
to by the processors and the specific processes necessary to become a certified vendor selling
to IO/NGO. Thisisahuge totally untapped market for locally produced dairy products.

There is little value in creating more high quality dairy products if there is not a corresponding
expansion of the market for these products. There is a distinct need to dedicate resources to
increasing consumption of Kosovo produced dairy products. The Kosovo Dairy Working
Group can expand dairy product sales and consumption among the domestic population
through promotional efforts, school nutrition education and retail market development. These
marketing efforts can be done through a self funding type “check off” program run by the dairy
industry such as those used in the United States and Europe. A powerful “check off” program
for Kosovo would include the processors of local produced dairy products and importers of
dairy products working together to develop a strong market for high quality dairy products.
Revenues for operating the “check-off” program can be obtained from the local processor,
also, more importantly from the importer of dairy products creating a self-sustaining
promotional budget.

The dairy products market in Kosovo compared to milk markets in Western Europe and the
United States is reversed. The percentage of consumption of fluid milk versus cheese and
other hard products is inversely proportional. In countries like the US and Western Europe, 80
percent of milk is consumed in the form of milk, yogurt, ice cream and other soft products and
20 percent isiin cheese. In Kosovo, the consumption is in the range of 20 percent fluid milk
(mostly UHT) and soft products such as yogurt and 80 percent cheese. Clearly, the fluid/soft
segment lead by the commercial segment of the market has a huge growth potential.

In all strong dairy sectors the packaged milk market is the most profitable and carries the
industry forward. Cheese is normally an outlet for excess milk production. Of course, cheese
is an important component of the dairy sector but without a viable and strong fluid milk market
the dairy sector in general will be weak. Thisis evidenced by the US consistent promotion of
the fluid milk market through the “Got Milk” type campaigns.

The Kosovo Dairy Working Group can help expand the market for dairy products through
targeted market development activities. The Working Group should develop a powerful and
aggressive marketing program in the schools and the retail market. The program should
conduct market and consumer research, fund the design and development of media
promotional campaigns, and provide training to key industry leaders. KBS through the KFS
grants activity can assist the working group in development and implementation of these
marketing programs by providing marketing research, promotiona development and technical
assistance. The market development program must target the youth market. Activities must be
conducted to educate mothers on the heath benefits of milk as a component of their family’s
diet. Other highly focused strategies include targeting schools and clinics providing prenatal
and pediatric care.
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ii) Processor strategy — product differentiation through quality value-added
processing activities

The dairy processors will not be interested in working with the new dairy farmers and
committing themselves to paying higher prices and purchasing al of their milk, particularly
during the flush season, if they cannot, in turn, foresee economic benefits from receiving, using
and paying for higher quality milk.

The development of the commercial dairy processing sector is critical to the future
development of the Kosovo Dairy industry because they take the excessive milk production off
the market during the flush season, add extra value to the milk and extend sales over the course
of the year. The KBS agribusiness team in collaboration with the grants program must provide
technical assistance to the commercia dairy sector in new product development, use of
specialized equipment, line balancing, and processing changes to increase their profitability
based upon their use of locally produced high quality Kosovo milk. Technical assistanceand
personnel training in quality control, new product development and related aspects need to be
provided to the commercia sector to bring them the most advanced yet appropriate dairy
processing in the world.

Training and Technical Assistance. Training and technical assistance to cheese plants will be
provided to enhance the use of good quaity milk in order to produce higher quaity dairy
products. Most importantly the cheese plants will be assisted in making the transition into
becoming commercally viable cheese factories providing a consistently high quality product
to the local and international market. The only way that a consistently high quality product can
be produced is through the use of high quality milk. The development of high quality products
combined with the use of higher quality milk is guaranteed to lead to increased sales and
profitability. Technical training provided by U.S. volunteers on Good Manufacturing Practices
(GMPs), Standard Operating Procedures (SOP's) and Hazard Aralysis of Critical Control
Points (HACCP) for all levels of personnel can be offered to diary plants that are willing to
invest in management improvements.

Processing Equipment/Capacity Improvement. The Dairy Development Program will provide
assistance in proper equipment use and purchase. All of the current plants have points in the
processing line where milk runs through plastic pipe as opposed to stainless steel or through
other conduits (like pumps) that are not amenable to easy, thorough cleaning. Machines used
to separate cream from milk are improperly set up leading to points of bacterial contamination.
Similar observations were made about cheese vats, moulds, and presses. The KBS will assist
the factories in locating and purchasing replacements for this equipment. Further, double
walled, heated cheese vats will be introduced to the factories which will facilitate the
pasteurization of the milk and the introduction of new cheese varieties to the market.
Reasonable investments in these areas can have dramatic results on end product quality.

Packaging Development Strategies. Packaging of products is an area where improvements will
have immediate impact on product cleanliness and consumer appeal. The KBS will assist the
processors in appropr iate packaging design, purchase of machinery and proper use of
packaging equipment. The introduction of vacuum packaging equipment will be encouraged
for appropriate processors. A relatively small investment of $1,000 to $4,000 on a vacuum
packager can improve the retail shelf appeal of a product more than any other technique.

New Product Development. The most important assistance to the commercial dairy sector will
be in the development of new uses of high quality milk during the flush season. KBS through




the Dairy Working Group will help identify and develop commercial uses of high quality milk.
There are three very important commercia uses of milk that KBS and the Dairy Working
Group should immediately assist the commercial sector in pursuing. T he reason that these
ventures are important to the development of the dairy sector is because each of these ventures
must use alarge amount of milk to cover their capital investment and have high profit margins
that are attractive to the commercial sector. Most importantly each of the ventures transfers the
milk from a product that must be processed and sold with in aweek or two into products that
have a shelve life of up to six months thus extending their marketability from the flush season
into the dry season. While most of these commercial uses can not be put into place
immediately they must be looked at to develop long range strategic plan for the future of the
dairy industry.

The most feasible commercially viable dairy processing ventures are:

New Fluid Milk Products. The largest growing sector of the dairy industry in the US, Europe
and Latin Americais the flavored yogurts and milk market. Flavored yogurt appeals most to
individuals who want a healthy alternative to other sugared products. T hey are a cost
competitive alternative to sodas and fruit drinks while providing a much better nutritional
profile. Even in the most economically depressed conditions parents are willing to provide a
healthy beverage to their children if given the opportunity. They are easy to produce and can
be packaged using packaging equipment already in use at the dairy plants.

Grade A Mozzarella Plant. Consumption of mozzarella cheese in al transforming economies
is the fastest growing dairy product because of the increase in the consumption of pizza.
Currently, most of the product used in Kosovo comes from Hungary, New Zealand and the EU.
Given the current milk production situation in Kosovo, it may be profitable to establish a small
mozzarella operation destined to serve the domestic market and perhaps in the future the
Bakans market. A mozzarella plant in order to be profitable must be provided absolutely
constant Grade “A” quality milk from the farmer. The Dairy Work Group would undertake a
marketing study to determine the feasibility of developing a mozzarella operation. A simple
market analysis for mozzarella cheese shows that alarge amount of high quality milk can be
taken off the market. One of the commercial processors aready produces a small amount of
fresh mozzarella and with some small production changes they can produce a better quality
mozzarella cheese for use on pizza by using partly skimmed milk. The cream that is taken off
the milk in the process of making the cheese can be used for higher value products such as
fresh cream and butter. Technical training through KBS can be provided to show the most cost
effective way to produce high quality mozzarella using existing machinery at the plant. As
mozzarella production increases, KBS can use a volunteer to help source the proper machinery
for large scale production.

Natural Cheddar Cheese, Specialty Cheeses, Processed cheeses and cheese spread lines.
Cheddar cheese, Speciaty Cheeses and processed cheese products have historically been the
way that developed dairy sectors have dealt with the excess milk production during the flush
season. In fact alarge amount of cheese in the US and EU is produced straight into “barrels’
of cheddar cheese that are latter “melted” into processed cheese when the need arises. The cost
of the milk at the high season in Kosovo is currently too high to make this economical,
however, the production of cheddar cheese should be considered in the future as milk
production increases.
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i. Mitigating Factor Constraints - Increased production of high quality milk

Milk Collection Centers (MCC)

The dairy sector must consider development issues within an integrated framework that will
couple each problem with solutions that work with each other to accelerate the devel opment of
the dairy sub-sector. The KFS grants program can assist dairy producers within adairy cluster
to gain access to high priced, high quality milk markets through contractual selling
relationships with the processors. The main thrust of the initiative is to secure a high priced
and stable market for the milk production of some of the smallest and poorest farmersin
Kosovo. The main focus should be to increase the quantity and improve the quality of milk
that is being produced by the local small farmer so that they may receive ayear round premium
price for that milk.

Improving milk quality is relatively easy to do if the farmer receives a higher price for their
grade “A” quality milk. This can only be done through implementing improved on farm
sanitation practices and improved milk collection and cold storage capabilities. Strict milk
testing procedures must also be instituted in order to ensure the buyer is receiving and paying a
premium price for only the highest quality milk.

Milk processing plants that will produce high quality dairy products can not be constructed and
operated before the source of the supply of high quality milk is assured. The Grants program
will be instrumental in getting both high quality milk sourced while at the same time
encouraging the production of high quality dairy products. This must be done in a step by step
manner. A few milk collection centers are setup showing the farmers and the industry the
possibilities of small farmers producing high quality milk. Thiswill give the farmers the
incentive to start producing more milk and the processors to buy more high quality milk from
small farmers.

Currently, milk collection in Kosovo is largely done under crude and unhygienic conditions.
The norm is the use of plagtics jugs which are impossible to sanitize after use rather than
aluminum cans which can be washed and sanitized using chlorine in avery simple and quick
procedure. This milk is then transported at ambient temperatures to the milk processing plant.
The KFS grants program should establish farmer owned and operated milk collection centers
(MCC) that will substantially improve the quality of milk coming from the farm into the
centers. The centers will then test, cool and handle the milk using Standard Operating
Procedures (SOP s) that will guarantee Grade “A” quality milk. These centers will be
established in conjunction with processors who are willing to pay a contractually guaranteed
premium price on a yearly basis for milk reaching Grade “A” quality sandards.

The proposed organizationa scheme for the MCCs is to have no more than twenty five farmers
associated in aformal business organization that can buy land, obtain financing, and enter into

contracts. These business organizations with the assistance of the grants program will establish
a business that transports, collects and stores milk. The centers will be capable of entering into
contractual arrangements with buyers of high quality milk.

The functioning of the center is relatively simple but very precise. The centers are located so
that each and every member of the center can get their milk to the MCC within 30 minutes
after the milking of the last cow. The milk isthen tested at the center according to precise
SOP's and if the milk meefs the pre-determined quality levels is commingled with the
previously collected milk. The milk is then cooled to 40 degrees Fahrenheit stopping all



bacterial growth within less than 30 minutes. From the time the milk is at the farm to the time
itis coded it islessthan an hour. In addition, samples are sent to the processing plant with
each tank load that is shipped for more elaborate testing to assist the farmers to continue
improving their quality levels. The milk in Kosovo under current milk coll ection schemes for
the small and medium sized farmer does not normally reach 40 degrees for up to four or five
hours after the last cow is milked. By this time the milk is off flavor and sour.

The following are the minimum requirements for the profitable functioning of a Milk
Collection Center:
& =At least 500 liters of milk at the lowest time of the year is available from the farmers
participating in the group;
& =Enough cooled milk must be available in a general region to make it feasible for a
processor establish a cold milk route;
& esAccess to a dependable electric supply;
& eBuildings with clean floors, walls, and screens to house the tanks;
#eMost centers will have a 1,200 liter tank that will cool milk in less than a haf hour;
#eBasic lab equipment to test temperature, sediment, specific gravity (detect added
water), acidity, and a few other basic tests.

The order of establishment of the Milk Collection Centersis as follows:

&eddentify groups of farmers that are in close proximity that produce roughly 500 liters of
milk a day;

#.&The groups are then taught about milk collection and milk quality control;

& &The groups that want to participate then form legal business organizations that can sign
contracts and obtain financing;

#&9A contract is than signed by the processor and the producer outlining the comment to
pay a premium price if the group of farmers provide grade A quality milk;

& eFarmers arrange for the construction of buildings, power plant, water supply, etc.

#&The Dairy Development Program finances purchase of the lab equipment to be used by
the recipient farmers association;

& &The Dairy Development Program provides training in business management and milk
testing;

=eMilk is received by the farm groups and sold to the processor at the prearranged price;

& =sSecond phase of business development including further value added processes to the
milk and services provided by the association to the individual farmers.

j. Mitigating constraints on cluster development (collaboration & information):

Full Service Input and Supply Centers

The Milk Collection Centers are a natura venue for dissemination to the farmers of important
information and inputs such as technical assistance, veterinary services, artificial insemination,
and feed, by input supply companies working with KBS. The establishment of the MCC's
help improve the individual the farmers production practices. With new income, thereis an
increase in the use of high protein feed and veterinary care which greatly improves the
productivity of each animal. Further, almost overnght because of the availability of
refrigerated cooling facilities producers will be able to milk twice per day resulting in a
potential increase in milk production per animal of 40 percent.

The most powerful way to assist farmers to gain access to the merkets for inputs of goods and
services is to show them how to work together to purchase these goods. The grants program
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will assist the farmers to obtain technical training they would not have received had they been
marketing their milk as individual farmers. The farmer groups can implement artificial
insemination and veterinary services using the milk collection centers as the catalyst through
which to provide these services.

The Veterinary services working with KBS should aso introduce improved genetics that will
also improve productivity, especially if accompanied by the practice of milking twice daily.
The KBS can assist in the procurement semen and artificial insemination equipment that will
be disseminated by the Veterinary services to the farmers. Resulting genetic improvements,
over the long-term, will permit the production of larger quantities of milk with fewer animals.

These services will assist the producersin achieving greater efficiency and market power. The
objective will be to establish full service supply centers that will serve as a source of input
supplies and information. The beneficia attributes that will result include increased on-farm
income, improved production and processing efficiency, job creation in rural areas, as wel as
economic growth both upstream and downstream in the livestock sector. The full impact will
be growth in the development of the Kosovo livestock products marketing chain and the
employment and income generation that accompany that growth.

iii. Economiclmpact

There is conservatively estimated about 74,000 mt of milk imported annualy into Kosovo, the
border value of milk is estimated to be € 358/mt making the import substitution value € 26.4
million. At the retail level, the value of currently imported milk is estimated to be € 51.8
million annually. Thisequals€ 28.77 per person annually for imported milk.

There are five large dairy processors and about 50 small dairy processing firms located
throughout the area. The approach in this sub sector should be to expand milk output in
Kosovo to increase the amount of milk available to the domestic commercial dairy processing
industry. By increasing raw milk supplies the domestic sector can create investment and
employment opportunities, as well as benefit the general economy by providing up to 26.4
million in import substitution into the economy.

The development of the dairy producing sector should focus on farms that have five cows or
more. A household that has less than five cows has a limited regular surplus of milk to sell to
the processors. Assuming a mean yield of 1,000 liters per year, a two-cow household would
produce only 2,000 liters per year. With arura household size of 6.9 persons, the average
available milk per household member would be 0.79 liters per day. Because of the fluctuation
of production, in the summer this is more than the daily requirements of the household,
however, in the winter there is no surplus to sell to the processor. Development of the milk
production sector must focus on the “commercial” dairy farm and not on the subsistence
farmer.

Besides the € 26.4 million in potential foreign exchange savings by increasing farmgate sales
of milk there is also benefits in increased employment and increased revenues generated by all
the businesses that are servicing the dairy industry. If over a5 year period the current imports
of dairy products are displaced, an estimated additional 2,333 mt a year of processed products
per firm will be made. To the individual firmthis means they are producing an increased
output of high value-added products such as yogurt and they will be receiving additional gross
revenue of approximately € 1.75 million. To manage this level of production increase it is
estimated that an addition 90 employees will be needed using the processors current per liter
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employee ratio. Thisincrease in employment is only at the processing level, it is assumed that
similar employment increases will result in al sectors working within the dairy cluster.



3. POULTRY, FEED,AND OIL SEED CLUSTER

a Market Situation
Rationale for combining the poultry, feed millers, and oil seed into a single cluster.

Poultry feed can constitute over 70 percent of the cost or producing a table egg and if the feed
is not of the highest quality (meets the daily nutritional requirements of a particular breed of
bird) production will suffer to the financial detriment of the enterprise. Crushed oil seeds such
as soybean and sunflower provide a meal with relatively high levels of crude protein that is
important for livestock growth and production. Increased demand for quality feed products for
the poultry and other livestock will encourage feed millers and oil seed crushers to promote
local production of these commodities and help ensure the provision of low cost feeds.
Therefore, we propose that we foster the business relationships amongst poultry producers,
feed millers and oil seed crushersin order to ensure the success of these “linked” businesses.

Poultry industry.

The primary poultry production activity in Kosovo is table egg production and the rearing of
replacement stock (pullets) for the table egg producers. There are also several hatcheries
(incubator facilities) and a newly formed broiler grower and slaughter processing facility. In
2001 there were a reported” 218 table egg producers in Kosovo (141 Albanian and 77 Serbian)
with an estimated total capacity of about 447,000 layers. This would suggest an average size
table egg farm of 2,050 layers. There is, however, an abundance of a“typical” layer house with
three tiered cages that hold 3,600 layers. The 3,600 layer size building is therefore considered
your typical table egg producer in Kosovo.

If we assume, for the ease of calculation, atotal flock size of 500,000 layers that produce on
average 260 eggs over a 12 month production period. This means that 130,000,000 eggs a year
are produced in Kosovo, or 10,833,333 per month or about 361,000 table eggs per day. On the
demand side, we can make a conservative estimate of consumption of 0.8 eggs per capita per
day. Variation in egg consumption around the world depends on many factors such as
availability, cultura preferences, size of food processing industry, number of substitution
products, and disposable income. For example, on average the per capita consumption of table
€gos is 296 per year in Czech Republic, 308 per year in Mexico, 320 per year Japan, and 252
per year in US. If we assume a population of 2 million inhabitants in Kosovo and a 0.8 eggs
per capita consumption rate, then we would derive a potential demand of 1.6 million eggs per
day. Demand includes processing of eggs into pasta, bakery products, etc., as well as direct
consumption. Therefore, Kosovo table egg producers are providing only 22.6% of the potential
demand.

The exact quantity of table egg imports into Kosovo is not known. However, if we assume a 25
ton truck can transport 900 cases (12 flats of 30 eggs = 360 eggs per case) or 324,000 eggs per
truck. One truck a day on average would supply almost the equivaent of local production
(361,000 eggs) or about 20% of potential demand. If two trucks a day, on average, then 40%,
etc. It is safe to say that the market for fresh table eggs is under served and the potentia for
table egg enterprise development is substantial.

2 EU Monetization report



Table egg distribution by individual producersis largely local. Flats of eggs are taken to local
periodic markets and sold directly to consumers Some clients such as owners of grocery
stores, restaurants, and small traders fetch the eggs at the farm. Least often, sales are made
under contract to ingtitutions such as schools.

Interviews with the director of KONI, the largest table egg importer (560,000 eggs per week)
and one of the largest table egg producer (45,000 layers) revealed the following information
regarding the table egg market in Kosovo. Koni began operation in 1990 by selling egg flats on
the street corners of Pristina. Today, their distribution network in Pristinais comprised of four
stores that sell both wholesale (by the case) and retail (by the flat of 30 eggs), and 2 egg kiosks
that sell retail near the blocks of apartments. The stores sell on average 60 cases (21,600 eggs)
per day and the kiosks sell on average 5 cases (1,800 eggs) per day. There is the possibility to
expand the number of kiosks to five, in that, being close to the consumer is important for sales
to increase. All outlets are serviced by their own trucks. This firm also contracts with
distributors located in the mgjor cities of Kosovo.

Koni imports table eggs from Albania (mostly), Macedonia, Turkey, Bulgaria, and Croatia.
They follow market prices in these countries, that are affected by high and low demand periods
due to religious holidays, and thus buy in those countries where prices are lowest for a
particular period of time. The current market in Kosovo is 50% for brown eggs and 50% for
white eggs, whereas three years ago the market only contained brown eggs.

Koni estimates the current rate of consumption to be about 800,000 eggs per day. With local
production contributing about 375,000 eggs per day and imports totaling about 425,000 eggs
per day. This would suggest that imports by Koni are about 20% of all imports.

It is important to note that there is no hatching egg production from parent flocks in Kosovo
and thus force poultry producers to import either day-old chicks for rearing or 17 week old
replacement pullets to place directly into production facilities. Also, there are at |east three
hatchery operations in Kosovo that import hatching eggs, at an extremely high cost, however
the incubators are currently closed due to the unreliable electricity situation. At least two of the
hatcheries contain brand new incubators and hatchers and the owners have been trained in
basic hatchery management techniques.

The live spent hen market. Laying hens are usualy liquidated in Kosovo after 12 months of
production (about 72 weeks of age) and there seems to be a considerable market demand for
these tough old birds. Spent hens are used by poorer households for soup and/or to start a small
backyard flock. Specialized traders of spent hens usually contract with the table egg farms for
the sale of the entire flock over a period of days. They will negotiate a price per bird (about 1.5
Euros per bird) and aremoval schedule of up to one week. A small truck with cages will carry
aload to the periodic green markets and sell the spent hens for about 2.0 Euros per bird
(depending on size).

Feed industry

The feed milling situation in Kosovo is composed of about 12 private millers, 3 cooperative
millers, and 2 large state owned enterprises. The private millers are generally newly formed
partnerships that are tied to table egy production. Table egg production is the primary business
of the private feed millers as they strive to minimize the production risks associated with poor
guality feed, the possibility of the absence of feed, and the high price of imported feed.



The 3 state owned cooperatives (Istog, Ferizag), and Stanisor) utilize small milling equipment
owned by the cooperative to produce feed for members and by contract. The cooperative feed
mill in Istog is reportedly closed. The 2 state owned feed mills (Fushe Kosovo and Kline) are
in the same dismal state of uncertainty as many of the other state owned enterprises in Kosovo.

Their current level of production in Fushe Kosovo is at a small fraction of total capacity and
the feed mill in Klineis closed.

The private producers (and cooperative producers) utilize small scale milling and mixing
equipment with, typically, 2.5 tons per hour milling capacity. Feed ingredients are purchased
from traders (importers) in 50 kg sacks and stored in sheds at the feed mill. Basic formulas (not
least cost formulation) are followed with ingredients being weighed on small platform scales
and hand fed into the grinders. These private millers understand the importance of feed quality
and are willing to pay a premium for imported mineral ard vitamin premixes from Italy, and
calcium phosphate from Serbia. High protein soybean meal is historically imported either by
private traders, however, more recently 50 kilogram sacks of soybean mea has been made
available to livestock producers through USAID monetization activities. Limited amounts of
sunflower medl, is available from the oil seed crushing plant in Fushe Kosovo. It is estimated
that 10% of the feed grade corn used in poultry feed is sourced in Kosovo and 90% imported,
mostly from Serbia. The domestic corn is viewed as a poorer quality feed ingredient relative to
imported corn, due to high moisture content.

The state owned feed mills have considerably more milling capacity than is required for the
entire livestock sub-sector. The current ownership structure and dismal state of operationsin
these feed mills is, perhaps, the single most important constraint on livestock development in
Kosovo. The privatization of at least one large feed mill into the hands of competent
entrepreneurs who are ready to produce certified high quality livestock feed could have a
dramatic effect on livestock production. A consistent supply of quality feed at a fair market
price is paramount to the success of the livestock sub-sector.

The evolution of the small-scale poultry and feed mill industries is a direct effect of the
collapse of the state managed system and the former central planning methods of the previous
government. The entrepreneurs in Kosovo should be given credit for their hard work and
enterprise development initiative that has led to the success to date (growing slowly and
making profits) despite considerable constraints on their business development.

b. Constraint Analysis
The following findings were derived from the agribusiness competitiveness assessment data

set. Entrepreneursidentified constraints and opportunities listed below were derived from
surveys completed by 36 poultry producers and feed millers.

General information:

zesGeneral findings: Average number: 9 years in business; 8 full-time workers (5 male
and 3 femde); 5 part-time workers; 39% have at |east one computer; 14% have access
to the internet; 37% are located in a town/village and 34% in rural areas; 51% started
business from scratch; 40% took over a family business; and 89% are classified asa
personal business enterprise.

weocial responsibility: 71% of the respondents provide childcare, meals, transportation,
and minor medical payments.



& eEnvironmental issues: 42% do not use energy conservation methods or keep
environmental records; 69% dispose of solid waste themselves; and 48% have received
environmental or health/veterinary fines

z\Miew of the economy: 57% view the economy as growing moderately

eeMiew of the future 61% view sales next year to be average; 64% view the economy
next year as average; and 88% view the quality of their product next year to be above
average.

Entrepreneur-identified factor conditions:

& eRaw agricultural materials: 50% source raw materials from small farmers and
associ ation/cooperatives; 29% source from traders

& Problemswith raw materials: 62% identified uncompetitive and extremely variable
prices as the magjor raw material problem; and 15% have problems with quality.

& e nputs (chemicals, etc.): 51% source inputs from traders or import directly themselves,

& esAssi stance from suppliers: 47% do not receive any form of assistance; 31% receive
technical advice; 12% receive flexible payment schedules; and 6% receive forms of
credit.

&5&sS0ur ce of information on technology: over 55% receive advice from other firms or by
observing other firms; 14% receive advice from suppliers

#&Source of primary job skills over 75% receive training from either former job
experience or on-the-job training. Less than 10% received training from universities or
public training institutes.

& &.and ownership: Nearly 60% of respondents do not have any land problems; when they
do, 65% say there are high registration fees and no means for dispute resolution.

#Technology: 41% view availability of technology as being below average; 60% view
availability of technology as average or above; 94% view the cost of technology as
average or above; 76% of existing equipment is less than 10 years old.

eednfrastructure: 58% of the respondents identify road conditions as below average;
100% view trains access and availability as a problem; 57% view availability of
electricity as below average; 90% view the availability and reliability of
communications as average and above average.

& e nvestments: 42% of the respondents have made investments in their company to take
advantage of sales growth and 36% invest to raise efficiency with modern technology;

27% identify high interest rates as an obstacle to investment, 32% identified the lack of
own finance or lack of access to finance as a major obstacle to investment.
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eseHuman resources 56% of the respondents viewed the availability of unskilled labor as
above average; 38% viewed the availability of skilled labor as above average; 70%
viewed the quality of skilled and unskilled labor to be average.

e eNatural resources. 78% viewed the availability of water to be average or above
average; 95% viewed the availability of fuel to be average or above average; 81%
found land availability to be average or above average;

Summary of factor conditions. Poultry respondents have identified the following factor
constraints: Variability and uncompetitive prices for raw agricultural materials (mostly feed
grains); poor quality local feed grains; poor infrastructure (roads, rail, and electricity); limited
owner finance possibilities; limited access to banking and high interest rates; high cost of
modern technology; and limited sources of information.

Entrepreneur-identified demand conditions:

zeMarketing: 40% identified lack of finance for marketing as a major obstacle to market
development; 20% identified no information on domestic markets, and 14% identified
the quality of products. Also, 50% of the respondents view importers as their main
competitors; 28% view similar companies as their main competitors.

& =Export constraints. 82% of the respondents identified above average border difficulties,
with 71% above average difficulties at the Macedonia border and 56% identified above
average difficulties at the Montenegro border.

#ePrimary customers. 39% identified households, 33% retail stores; and 11% traders
from the same municipality; 8% traders from outside municipality

= =Market knowledge: 36% do not know their indirect customers' selling price or only the
price range; 44% aways know their indirect customer’s selling price.

& eProducts: 83% view their products as above average quality; 70% view products as
healthy;

= =Market locations. 46% of respondents market their products inside their own
municipality; 29% outside municipality; and 21% market to wholesalers; the average
distance to primary domestic market is 15 kilometers and 37 kilometers to secondary
markets.

& eCustomers. 56% of respondents identified ordinary customers as their major customer;
14% identified customers who are willing to pay for high quality; 25% say they provide
individual customers service, 22% provide fast delivery; and 19% provide certified
quality documents; 14% sell at the lowest price.

Summary of demand conditions. The poultry respondents have identified the following
demand constraints: A lack of finance and market information constrains marketing plans;
Customs regulations and procedures constrain imports and exports into neighboring countries;
Marketing services are largely limited to local municipalities; market segmentation is not
practiced to any degree; knowledge of market conditions outside their local markets is quite
limited.



Supporting industries and collaboration:

& esTransportation: 57-58% view availability, reliability, and cost of transportation to be
average;

efinancial institutions. Respondents view the availability of banks (44%) below average
and 36% average; 57% view the cost of banking services to be above average.

&einput suppliers: Respondents view the availability (69%), reliability (64%), and cost
(67%) of input suppliers as average.

weAcademicingtitutions: Respondents view the provision of information by universities
(68%) as below average; and 74% view the provision of research information by
universities to be below average.

#eClustering: 100% of the respondents said they receive below average assistance from
local governments; Only 25% of the respondents indicated that their collaboration with
other firmsis above average; and when those few who do collaborate, they identified
joint production collaboration (64%) average and above average; sales and marketing
(54%) average and above average; and transportation (62%) average and above
average.

Summary of supporting industry and collaboration conditions: Poultry respondents
identified the following constraints. The provision of information from academic
institutions is very limited; Poultry producers receive no assistance from local
governments; collaboration with other firmsis very limited; and financia institutions are

not available and costly.

Consultant-identified technical constraints ontable egg production.

& #No source of hatching eggs in Kosovo. Imported hatching eggs are expensive and
hatchability decreases with increased distances adding costs to the final pullet. There
are no parent farms for the production of hatching eggs in Kosova

#&There are only three hatcheries and all are currently closed due to unreliable electricity,
thus limiting the source of replacement stock. This also adds to the cost of producing
tableeggs.

& eExpensive, poor quality feed, and limited quantities of feed from Kosovo SOE feed
mills.

#&The use of standard breeds (synthetic strains) of brown egg laying hens that are not as

productive as other brown layer breeds and much less productive than white egg layer
breeds.

e imited technical and management knowledge.
& eAbsence of market and technical information.

e imited willingness to collaborate on sourcing and distribution
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Consultant-identified technical constraints on feed milling.

&= imited domestic source of corn (energy source).

zHigh cost of feed ingredients (minerals, vitamins, and protein) due to purchasing of
small quantities (50 kilogram sacks), and taxes on imports.

&=L imited onfarm storage capabilities for bulk (silo) storing of feed grains.
z=Underutilized feed milling capacity.
#eDistribution limited to neighboring livestock producers.

Consultant identified opportunities:

& =Strengthening knowledge of customers; corporate image; business process. Market
segmentation; product differentiation; improved packaging; new market distribution
channdls; and increased collaboration.

&&The understanding of product quality is a mgor issue with al respondents believing
they have the highest quality products on the market. Developing aredlistic
understanding of quality and market segmentation will be an important activity for
project implementers.

c. Development of a Poultry, Feed, and Oil seed Cluster Strategy

KBS agribusiness team will develop poultry producer strategies that will focus on operational
efficiency objectives, bio-security and vaccination programs, feedng programs, and marketing
of products. Table egg producers require a source of healthy laying stock with specific genetic
capabilities, quality feed, medications, reliable energy sources, and markets for their products.
The KBS approach begins with the development of an agreed upon strategy that aims at
integrating poultry producers and allied industries in order to mitigate constraints in factor
conditions, demand conditions, and cluster development.

The integrated approach of the poultry cluster includes assisting feed millers with market
development of high quality feed products. This will be accomplished by demonstrating
returns to table egg producers (based on actual experiences in Kosovo) from the investment
made in properly formulated complete feeds and feed concentrates. Similarly, veterinarians
will develop, with US volunteer assistance, bio-security and vaccination programs. | nput
suppliers will demonstrate practical solutions to packaging, the value of improved genetic
stock, and the use of appropriate technology.

This approach strives to integrate alied industries to help poultry producers overcome
congtraints in factor conditions and increase important information flows through
collaboration.



d. KBS Participants
i) Poultry producers
i) Feed millers
iil) Veterinary services
iv) Grain collection and transportation services
V) Input suppliers (equipment, packaging, appropriate technology)

e. KESProduction support activities (coordinated with KBS)
i) Feed grain production
ii) Assistance to associations for sourcing and purchasing of bulk feed ingredients
iil)  Working capital assistance for feed millers

f. Poultry and feed milling cluster working group
i) Membersinclude: Feed millers, Oil seed crushers, Poultry producers. This working
group will be a committee of the Poultry and FeedMillers Association.

g. Workingaroup activities
i) Poultry and feed industry strategies
ii) Collaborative sourcing
iif) Food safety and quality

h. Mitigating Demand Constraints -
Improved access to infor mation.

& eProvision of market opportunity assessments. Current information on imports of
poultry products, market price information, and potentia institutional contracts will be
made available to poultry cluster participants through the working group.

& zAssisting input suppliers with the devel opment of enhanced information products. For
example fact sheets on the proper use of poultry supplies, equipment, medications, and
feed additives can be developed by U.S. volunteers and distributed by input suppliers
and through the working group.

Productivity enhancing activities.

KBS agribusiness technical management improvement activities (in association with normal
KBS consulting services) will focus on operational efficiency measures:

& eProduction records will be kept by participants in a manner that will facilitate
benchmarking of key technical coefficients to international standards. For example,
mortality, feed efficiency, and percent production. This task will establish clear
technical targets for the producers which will encourage efficiency and potentially
lowering the cost of production.

& ayer management programs. For example, a culling program is the proper removal of
non performing birds. Culling can increase production efficiency, by lowering the feed
required to produce an egg on aflock basis. Also, extending the laying period beyond
12 months either for an additional month or force molting the flock to bring back
production for several months or more.
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Quality enhancing activities.

#&Table egg producers in Kosovo claim that consumers prefer table eggs from Kosovo
because they are fresher. This fresh egg quality characteristic can be used in product
awareness campaigns promoted by the working group.

&sefurther quality improvements may be possible through improved grading and
packaging measures. At the moment, eggs are sold on flats of 30 eggs of mixed
weights. Grading eggs and distributing the larger eggs to segmented client base would
derive a premium for the additional labor efforts of grading.

«z0nfarm egg quality assurance programs will emphasize the importance of quality feed
to ensure animal health, vaccination programs to control disease, and egg
washing/sanitizing to limit the spread of contaminants. Food safety is very much on the
mind of the consumer and must become a focal point for table egg producers as well.

Market distribution strategy.

#&Asfirms grow beyond their localized distribution networks the need for cold storage to

extend the shelf-life of eggs will increase in importance. Many poultry producers will
not evolve to a scale that justifies storage facilities because they are liquidating their
inventory on an amost daily basis. However, the larger egg producers, especialy those
without significant distribution networks of their own, will require cold storage to
extend the shelf life of their products.

#eDevelopment of distribution channels for marketing outside local municipalities. The

large distributors of eggs have awell developed distribution system that could provide
smaller producers with the market access they don’t currently have. This will require a
contract relationship between the distributors and producers. Trust - is the operative
word in developing such arelationship and it will take time to develop meaningful trust
between such parties. KBS can play an intermediary role (honest broker) in the contract
negotiation process and provide both parties with economic information that
demonstrates that a contract is in both parties interest.

i. Mitigating Factor Constraints-

& #Cost accounting. KBS accounting team will work with cluster participants on cost

accounting systems. Thisinformation will enable poultry and feed producersto
understand their true margins and future investment planning. Respondents claim they
are profitable, but it is doubtful if they understand returns to labor or margin
management.

#=Sourcing: Bulk purchasing of feed ingredients, including micro ingredients, is the best

J-

way to lower total feed costs for poultry producers. This could be accomplished
through the working group or identified groups of poultry producersin a particular
geographic area. KBS will investigate the possibility of developing such an
arrangement and the potential economic benefits of doing so.

Mitigating Constraints on Cluster Development -

z&Collaboration: See approach to collaborative sourcing.
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4. FRUIT AND VEGETABLE CLUSTER

a Market Situation

In the development of the fruit and vegetable strategy for the work plan considerable reliance
was made on documents previously complied by the Food and Agricultural Organization of the
United Nations (FAO), ARD-RAISE Consortium and Inter -cooperation Swiss Organization for
Development and Cooperation. Further, interviews were conducted with individuals involved
with the major processing plants and organizations involved with the development of the
produce and horticultural sector in Kosovo. A helpful source for additional information on
each particular product is the Kosovo Sub-sector Review of Fruits and V egetables published
by the Department of Agriculture, Forestry and Rural Development (DAFRD).

Production of Fruits and Vegetables

Before the conflict, the farm structure in Kosovo, like in other parts of exY ugoslavia, was
characterized by two very distinct farming systems. State-owned enterprises (SOES) operated
large scale agricultural farms and small privately owned farms. Historically, a large amount of
small private farmers existed. It is estimated that some 100,000 rura farm households are now
engaged in farming activities. The average farm size is estimated at 3.22 ha, not including large
areas of communal grazing lands, which are estimated at 2.55 ha per farm (FAO/WFP crop and
food supply assessment). The concept of a “farm-household” is especially imprecise under
Kosovar conditions, because severa families often live together in one compound. Apart from
agricultural activities, arural household frequently engages in other economic activities, such
as, crafts, construction and trade. A good example of thisis a medium size dairy farmer that
owns the gas station in front of his farm, restaurant and trucking company al working together
to produce income for the “household”.

Under the previous government the SOE’s received all the attention and the private farming
sector received little attention from the State. Investments and the technological transfer to the
private farms were very low. The centrally organized cooperative system, Agro-Kosovo
provided inputs, machinery and marketing channels to the small farmers. Because of this
history the typical farm is between 1-5 hectares (more than 90% of farmers had less than 5
hectares) in size and includes a wide range of agricultura activities, including milk, mest,
wheat, maize, vegetable and fruit production. Production is primarily oriented to meeting the
food requirements of the family with the excess sold directly in the market or at the farm-gate
to wholesalers.

On land where farmers produce mainly vegetables for the market they also maintain other
activities, like milk and whesat production, to spread the workload over the year, for agronomic
reasons (crop rotation) and to ensure the subsistence needs of the family. This system provides
the farming system with relatively stable farm income under adverse economic conditions.
However, the farming system is not competitive in purely economic terms. Because the farms
are small, they are not specialized and work with few inputs that can maximize production.
The crops being grown here in Kosovo are al the traditional products for a country with such
climatic conditions. The most popular vegetables are: tomatoes; peppers; potatoes; cucumbers;
cabbages; onions; beans; peas and others. Fruits are also cultivated, particularly in the regions
surrounding Jakova, Rahovec and Pgja. Apples used to be the major crop, accounting for
hundreds of hectares of plantations run by the state cooperatives. Other traditional crops are
wine grapes, peaches, pears, cherries apricots, berries and plums.



The magjority of agricultura land is in crops with very little currently in orchards or vineyards.
Adding up the different categories of land use, about 383,000 ha or 66% of the agricultural
land is used for livestock production. Of the cropland the mgority is planted in wheat and
maize rather low value crops with only 10% of crop land planted in high value vegetables.
Vegetables and fruit cover only a small area (about 30,000 ha vegetables and about 5,000 ha
fruit) but have a much higher yield (per ha). There are about 8,000 ha beans, 6,000 ha potatoes,

4,000 ha peppers.

Table 1.  Production of Selected Crops, 1991-1996

Crop 1991 | 1992 |[1993 |1994 | 1995 [ 1996

Potatoes | Area 8518 | 8,720 [9109 |9488 | 9914 |10,670

Production | 89,354 | 72,367 | 60,711 | 75,885 | 89,216 | 83,202

Yield, t/ha | 10.49 | 8.30 |6.67 8.00 9.00 |7.80

Cabbage | Area 2,330 | 2452 2520 | 2,596 | 2,743 | 2,855

Production | 28,405 | 23,905 | 24,573 | 26,217 | 29,125 | 32,833

Yield, tha | 12.19 | 9.75 9.75 10.10 | 10.62 | 11.50

Onions | Area 2,573 | 2440 [2542 |2583 | 2800 |3,082

Production | 15,922 | 14,120 | 11,289 | 12,644 | 14,162 | 14,890

Yield, tha | 6.19 5.79 | 4.44 4.90 5.06 |4.83

Paprika | Area 3,137 | 3,057 | 3153 | 3,220 | 3,175 | 3,764

Production | 26,846 | 22,359 | 22,178 | 25,934 | 24,155 | 30,752

Yield, t/ha | 8.56 7.31 7.03 8.05 7.61 8.17

(ECSSD Report, p.9)

Fruit Farm Composition

Fruit farms as such do not really exist outside the SOE’s. Plums or apples are the main orchard
type fruit grown in farmers “backyards’. It is possible to find areas where cherries are grown
with enough surpluses to be sold on the open market. Formerly pears were also a major crop
but are not grown in alarge quantity now.

In gereral fruit crops occupy a much smaller area of the average farm than vegetables. There
are no known farms that generate their income from fruit production only. The level of
management of these orchard crops is not high and many common techniques of modem
orchard practice are not practiced here.

Under present conditions, little if any purposeful fruit cultivation is carried out. Small, piece-
meal orchards, under low level management are the only ones now in existence. Farmers
complained of the fact that good planting material is not available and that the cost of
establishing an orchard is very high considering that there is little or no product for the first 3
to 4 years, depending on what fruit is planted.

Of atotal of 19.3 ha nearly half were plum orchard just more than a quarter apple and 10%
pear; other fruits were of minor significance. Plums, the most significant crop are the easiest to
grow, they can be used as fresh fruit, used for fermenting alcohol (plum raki), for making jams,
and preserves. The processing possibilities are higher for plums than for other fruits because
of there fresh market value and processed value. Apples, if cultivated correctly, needs specific
pruning and can require complicated high-caliber management.



[rrigation

It is projected that by 2006, some 51,314 ha of rehabilitated irrigation can be put into use®
although currently it is estimated that not more than 20,000 ha of previously devel oped
irrigation isin working order. Traditiona systems in Dukagjini valey are well organized and
collaborative. It is apparent that groundwater resources could be considerable, but apparently
no known survey exists. These irrigated farms have the most potential to grow a wide range of
high value agricultural products but normally still display the small farming subsistence
structure.

Market Situation

Most marketing takes place by the individual producer offering his goods in nearby town
centers. Visits to weekly marketsin Peje, Gjakove, Prizren and the wholesale market in
Pristinaindicate that the most common vegetables (white peppers, tomatoes, potatoes,
cucumbers, onions) were available in surplus everywhere in August at low rates, about which
producers often complained.

All marketing of locally produced fresh fruits ad vegetables is currently carried out by the
private sector through wholesalers stopping at the farm-gate and picking up the farmers
produce or the farmer taking the product directly to the market. Generally, the priceis
negotiated by the farmer and the wholesaler at that time and the farmer is paid cash for his
produce. Little attention appears to be paid to quality issues while imported and local produce
are sold alongside each other. Currently, there is minimal grading and sorting of the produce
by the farmer before it is sold to the wholesaler. Further, the wholesaler does little grading and
sorting before presenting the product to the final consumer. Therefore, product that is not of
the standard for the fresh market goes al the way into the market and is then tossed out by the
wholesaler gaining him and the farmer no benefit instead of being sold to the processor at a
reduced price.

L ocal Buying Habits

Purchases of fruits and vegetables represented approximately 36% of the total food budget (of
433 €, on average, per month per household). The purchase of processed fruit & vegetablesis
about 25% of the overall food budget. When purchasing fresh fruit and vegetables, consumers
mainly care about price and freshness (cleanliness and taste were deemed |ess important).
35% of the population buys special fruits and vegetables for special occasions denoting the
presence of aniche market. 95% of those surveyed claimed that they would not buy imported
productsif alocal aternative were available. Most consumption is oriented towards summer
F&V: 29% of the population was familiar with winter vegetables suggesting cauliflower and
broccoli, for example, may also have niche markets. Dried fruits are traditionally quite
common. 2

Of all annual consumption of fresh vegetables, the most popular items were tomatoes (16.7%)
and peppers (15.8%), followed by potatoes, cucumbers, cabbage and beans (ranging from 9.5%
down to 7.7% of all fresh vegetable consumption). For fresh fruit, the most popular items wae
apples (comprising 17.4% of total fresh fruit consumption), bananas (13.6%), followed by
peaches, strawberries and oranges (where the data for al three show almost 50% less

1 See EFRP, CBC, Water Resources Study.
2 Swiss Project for Horticulture, Consumption Habits and Purchasing Behaviors for Fruits and Vegetables in Kosovo,
September 2001.



consumption than bananas). Of al annual consumption of processed fruits, peaches were most
popular with a 16.7% share, followed by apples (12.5%) and strawberries (10.4%).

Imports of Fruits and Vegetables

It is estimated that somewhere between 30 and 50% of the fruit and vegetables consumed are
of imported origin. This indicates that there is a large untapped market for locally produced
products that can be price and quality competitive. It appears that there is some additional
3000 to 5000 ha of cropping that if restored would put production on alevel with that of pre
war times. Natural resources do not constrain future production levels. Soils and water exist in
combinations that could be developed to provide substantial increases in production,
particularly in the summer seasons, where growth is less constrained by climatic conditions.
The wholesale price for produce reflects the downward pull of imported products on most
categories. Further, thereis alarge seasonality of price variability some products. The price
variability of some products shows that some products prices maybe price competitive for
processing during a limited time of the year.

A considerable amount of imports is required to satisfy domestic demand. Most products are
imported from Macedonia, due mainly to two factors. the favorable taxation regime between
the member countries of the FYR that imposes an import tax flat rate of 1% on all exchanged
products; and the advantages offered to traders in the region in receiving payment in a high
value currency in Kosovo. The imported fruit & vegetables into K osovo between January and
December 2000, 60% came from Macedonia, 24% from Greece, 10% from Turkey, 3.32%
from Bulgaria, 1.55% from Y ugoslavia and 0.50% from Hungary with 0.79% from other
countries. (Customs Authority).

The total value of imported fresh vegetables and fruit in the year 2001 was about € 13,551.458
with tomatoes being the largest single imported vegetable item at about € 679,503, then onions
€ 365,995 and then peppers € 235,214. For fruits bananas was the single largest import at €
3,372,558, then watermelons at € 743,744 and then apples € 379,997. A total of € 30,295,423
of processed food products were imported during the year 2001 with € 11,928,030 of prepared
foodstuffs being imported followed by juices at € 9,825,029 and then beverages at € 8,523,572.
Prepared foods includes, but is not limited to, processed ceredls, pasta, canned goods and some
dairy products.

b. Constraint Analysis

Fresh Fruits and Vegetables M arket

Kosovo's fresh fruit and vegetable market exhibits seasonal price fluctuations that are normally
associated with the produce industry in other temperate production regions. The bulk of the
local vegetable crop is harvested and sold in the June-September time period. The mean
Pristina wholesale price in 2001 for tomatoes during this time period is € .375/kg, for sweet
pepper € .425/kg and for onions € .31/kg. (Source Swiss Project for Horticulture Promotion-
Kosovo) Further, the farm-gate price during that period was € .17/kg, € .20/kg and € .25/kg
respectively. This demonstrated that Kosovo's farmers are receiving about 50% of the Pristina
wholesale market prices during the peak production season. Thisis not an unusual price
differential and is similar to world standards indicating that the distribution system is working
in areasonable efficient manner. This differential may be narrowed by the introduction of
guality standards that would reduce the cost to the wholesaler of transporting wasted produce
to the market and alow the farmer to sell graded produce to the wholesaler and processor.



Processing

Most fruit and vegetables produced are sold directly to consumers. With respect to processing
and marketing, afew processorsin fruit and vegetables have emerged out of the SOEs. Some
new private local juice makers were visited displaying excelent technology. Like with other
sectors of agriculture the processing capacities, in general, far exceed the local production
and market needs. The major constraints to the development of the processed fruits and
vegetables sector are: insufficient praduct availability; outdated processing technologies; poor
road infrastructure; comparatively high production costs (particularly due to comparatively
high energy - electricity and fuel - charges); and high costs of packaging materials.

There are very few large state-owned processing units that are no longer in operation which
formerly consumed much of the surplus. These units were sometimes combined with some
primary production, sometimes with some storage capacity, such asin the cases of Progress
enterprise in Prizren, Minex and the Oil mill in Ferizaj, Agroprodukt and Agrokultura
kombinat components in Gjilane, Kamenica and Silovo/Shilove. These units were equipped
with machinery designed to process large quantities of the same product quickly. This helped
to absorb production peaks but makes made the facilities inflexible causing them to stand idle
for much of the year.

Currently the only vegetable processor in Kosovo is Progress in Prizren. The line for pickled
vegetables has a capacity of 5000 jars’h of 750 ml each. At present, it produces 30% of
capacity. Current processing capacity is able to absorb large amounts of vegetable production,
however, there appears to be alack of market demand for their production.

When operating at full capacity, existing processing facilities will be able to handle increasing
amounts of horticultural output if markets for the product are obtained. All facilities have
cleaning, packing, storage and filling devices of varying capacity and design which arein
working condition but remain idle. Plant management say they are willing to alow third
parties to use the facilities on a contractual job basis.

At least three small businesses have packaging facility for hot pepper powder and one for
vegetable broth and a there is al'so a herbal tea packing venture in Pgje. The new companies,
Frutti and Fruti, which are processing only imported fruit juices are producing their own
electricity. All companies, excluding Frutti and Fruti, have equipment which is more than 15

years old.

All food processors declared that they imported at least 70% of the raw materia for their
production needs and at least 90% of the packaging materia. The two fruit juice processors
and the soft-drink producer imported 100% of the fruit concentrates that they required.

Storage

Thereis virtually no cool or cold storage capacity in use with the exception of a deep freezing
unit a Progress. Other large state-owned storage facilities exist but are out of operation. No
private cold storage appears to be available. Total cold storage capacity identified in Kosovo is
estimated between 10,000 and 20,000 mt. With a conservative estimate of 20 mt of output per
ha this covers 1.8 to 3.6% of the vegetable area and is therefore by no means sufficient. The
conseguence is heavy fluctuations in vegetable and fruit supply and prices showing seasonality
of production so that by late August, prices have already declined with respect to July prices.
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c. Development of a Fruit and Vegetable Cluster Strateqy

Import Substitution Strategy

Any import subgtitution strategy must be developed within a future export market approach.
Specific products with comparative advantage in the regional/European area that can compete in
price and quality must be identified and poduced. Any investment in the fruits and vegetables
sub-sector has to take into account the necessity of integration of the food chain for these specific
products. KBS can assist in supporting the agri-business in each step of the production and
processing chain in securing credit, obtaining reasonable access to high quality inputs for
agriculture producers and processors, training in classification, grading and labeling of produce,
identifying new marketing opportunities, improving processing efficiency and productivity.
KBS can assist the processor or farm group to evauate if the products should be sold mainly as
fresh or processed product in order to be sure that the product is going into the most profitable
marketing channel.

KBS and KFS can implement an overall fruits and vegetable sector strategy:

To increase fresh vegetable production and extend the harvesting season

Diversification of production

Utilization of greenhouses

Production of winter resistant vegetables

Adoption of technology packages (seeds, production techniques, period of planting,

sizing of the products, labeling etc...)

Rehabilitation of irrigation system and good management by water user associations of

the tertiary level

Rehabilitation of fruit orchards with new varieties of fruit trees in order to give higher

profits to farmers and provide the best fruit for fresh market and processed market

?? Investmentsin fruit juice and concentrate production improving the profitability of
local juice makers

?? Access by the urban population to good quality products, better classification, and
labeled and at a competitive price with imported products

?? Assist the processors develop farmer advisory services

?? Development of small fresh fruit and vegetables collecting centre for wholesalers and
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processors
?? Accessto creditsto fruits and vegetables processors on the basis of viable business
plans

?? Development of the processing capacity for new products such as juices, jams, teas, and
fruit based beverages, etc.

?? Investments in packaging/labeling and material for fruits and vegetables producers
improving the fruit and vegetables processors profitability.

Domestic market development is critical for the future of the Kosovo fruit and vegetable
sector. During the war period, Kosovo lost its traditional markets of Serbia and to alarge
extent to its own home market. The Serbian market may never be reclaimed, but as much as
possible of the home market should be recovered. During the main production period it should
be possible to grow quality vegetables for the home market more cheaply than the cost of
importing fresh produce from neighboring countries. Not only should this be possible in the
main part of the season, but it should aso be possible to expand the home market by displacing
foreign produce from the early season market, periods that are traditionally taken by produce
from the warmer southern countries. While there are some climatic constraints, there are also a



number of plus factors. Soils are generally well suited to irrigation and irrigation supplies are
ample while farmers have a good track record with regard to fruit & vegetable production.

The KBS project will assist and advise clients on devel oping products for the specialized
markets, extending production seasons, introduction of new crops ard application of new
technology. In order to take over the early and possibly some of the late season market it is
necessary to think in terms of protected cropping. Using various new technologies for
extending the season it is possible to think in terms d capturing up to 6 weeks of the early
market for fresh vegetables. It should also be possible to extend the late season produce for a
period of weeks but this poses different and more difficult problems compared to those of the
early season market.

Early season market displacement of imported goods is afirst priority and plastic culture using
polythene tunnels (poly-tunnel) is the best way of achieving this. The skills and technology for
the production of vegetable crops from seedlings rather than seedshould be the main method
of producing the first late spring/ early summer crops. To do this, a range of Polythene houses
need to be used, strictly to provide the correct protected environment for seeds to germinate, be
‘pricked out’ or planted on into 9 cm pots for standing out in the houses. In this condition they
can be kept for up to 3 weeks before they are planted out in to the poly-tunnels. Swiss Inter-
cooperation is encouraging farmers associations to use the polythene house culture. KBS will
provide services to the associations to learn how to properly run their new business and to
market their products. Private companies will be assisted by KBS to provide the materials and
technology to set up a proper green house.

A totally new approach to the market is recommended, whereby the early, main and late
seasons are specifically targeted through the choice of type and variety of fruit. In addition the
process markets should be targeted at specific varieties of both soft and top fruits for the
preserve, juice, and cider markets. KBS agribusiness team will develop strategies that will
focus on improving management and marketing of horticultural products. The KBS approach
begins with the development of an agreed upon strategy that aims at integrating fruits and
vegetable producers and alied industries in order to mitigate constraints in factor conditions,
demand conditions, and cluster development.

The integrated approach of the produce cluster includes assisting input suppliers with market
development of high quality inputs and seed products. This will be accomplished by
demonstrating returns to producers using high quality seed and inputs. KBS will assist input
suppliers to demonstrate practical solutions to packaging problems, the value of improved
plant varieties, and the use of appropriate technology for production and processing. Demand
for produce will be developed through an improved market distribution strategy. This approach
will integrate allied industries to help producers overcome constraintsin factor conditions and
increase important information flows through collaboration.

Quality | mprovement Strategy

The survey of the green markets indicated that the level of prices for locally produced produce
is competitive compared to imports, however, imports are generally of higher quality. The
majority of Kosovo's produce is harvested and brought to market with only alimited amount
of sorting and grading. Thereis aso limited packaging of the produce in ways that would add
value, reduce post-harvest damage and preserve shelf life. The lack of postharvest handling
and infrastructure, such as simple pre-coolers, cool rooms, and consolidation points, packing
houses, nut hulling and shelling plants, are also constraints. In the nut business the limited
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supply of raw materials makes the feasibility of financing the fixed capital cost of a processing
plant difficult without contracted sources of supply. KBS will be working with the agri-
processing sector to eliminate these constraints by providing technical and business
management assistance.

Agro-Processing Development Strategy

Generally most vegetables grown in Kosovo can be profitable for the farmer when sold on the
fresh market. For example the cost of producing tomatoes is estimated to be between .10 and
.15 euros per kg (Source: Anadrini Vegetable Association). Progress last year paid only .05/kg
or € 50 a metric ton for tomatoes delivered to the factory. As aresult, farmers view the
processing market as “the market of last resat”. Only if the fruit has become overripe or the
market is flooded do the farmers sl their fruit to the processor. On the other hand, the
processor provides .05/kg more for the farmer’s product than if he was forced to let the
tomatoes rot on the ground. From the processor’s point of view, the tomato price is afair price
given the world market price for processed tomatoes. For example, Chinais currently paying €
34 ametric ton delivered to the processor. It is estimated that tomatoes from China can be
delivered to Kosovo for € 124 per metric ton under the current cost of production for locally
procured tomatoes (Investment Opportunities in Fruits and Vegetable in Kosovo, Policy Unit
of MAFRD, April 2002). This same situation exists for all of the major vegetables that can be
used for processing.

Given this situation, the processor must increase efficiency of processing and the farmer must
decrease production costs. Both these are very obtainable objectives given assistance by KBS
and the grants program. Decreasing the costs of production at the processor level can be done
by improving processing line layout, using correct processing procedures, and improving the
varieties of tomatoes that the processors are buying from the farmer. To dramatically improve
yields and residue the manufacturing costs, Kosovo's tomato processors should be encouraging
the local farmers to plant “low bostwick” varieties of tomatces. This can only be done by
entering into contracts with the farmer guaranteeing them a fixed price for a specific quality of
processing tomato. KBS will work with the processor to determine how the contract should be
structured, how many farmers will participate, what the costs are for processing and the price
that can be guaranteed to the farmer. The KFS through the grant program can help the farmers
test new varieties that meet these grading standards and produce the highest yields with the
lowest pr oduction cost.

Seeds and Plant Breeding Strategy

Farmers are presently constrained by the lack of good quality seed supplies. Farmers generaly
know of the value of good seed obtained outside of Kosovo and are willing to pay a premium
for good qudlity seed. However, buying the imported seeds is subject to the import taxes
placed on imported farm supplies. Unless the import tax laws on farm supplies are relaxed,
Kosovo farmers will continue to operate at a disadvantage compared to farmers’ of
neighboring countries.

The present value of the seed market has been estimated at € 3 million.? Seed production isa
specialized horticultura industry which Kosovo should be price competitive. There is strong
internal demand for good quality vegetable seed as well as rootstock and scion material
supplies. Both can and should be produced in Kosovo. KBS will be working with private

! Seed Regulatory Services project, November 2001.



companies that are interested in producing these valuable planting materials for the farmer.
Technical assistance can be provided in the production of the seeds and market assistance can
be given to receive the highest value for certified seed.

Also, KBS will assist local nurseries to work with international seed companies to contract
local companies to produce high value seeds. Conditions in Kosovo are good for seed crop
production if the management and the organization needs are met. The skill, technology, input
materials and ensured market for the production are provided by the international seed
companies and the land and labor are provided by the local seed company. Thisisan ided
product for Kosovo because it is high value with low transport cost. High technology hybrid
seed production is a product that Kosovo could benefit from and eventually could make a name
for itself in the international market using in local production and developing a future export
market.

Seed Potato Strateqgy

There is ademand in Kosovo for potato seed. Thisis a specia crop that demands hygienic
growing conditions, special care and cultural knowledge. The main prerequisite isaland free
from the peach-potato aphid, a main vector for various viral diseases and freedom from various
eelworm pests.

Last year Dragash area grew only 400 tons of inspected seed potato. The rest of the needs for
seed potatoes were imported. The present, poorly supervised, importation of seed potato
presents the risk the possibility of importation of a number of devastating diseases. Clean in-
country production of good quality seed, produced in areas that are well inspected and
supervised for phyto-sanitary conditions, is a hugely beneficial and much preferable way to
provide the for the potato seed demand.

KBS can help input suppliers locate providers of seed potatoes from other countries that are
certified disease free and the highest yielding for this climate and soil conditions. These seed
potatoes can be used to start the seed potato industry here. Further, KBS will provide
specialists to assist the input suppliers to put in place certification procedures for the seed
potato growers to ensure that they are providing disease free seed potatoes. KBS will then help
assist agricultura input suppliers to locate local certified seed potato growers to sell to the
market they service. There is no reason why Kosovo should not be producing 100% of their
basic seed potatoes requirements (excluding new experimental varieties).

TheNursery Stock Industry Strategy

The nursery stock industry is the least developed of all sub-sectors of the horticultural sector.
Nevertheless, the immediate future of this industry probably holds greater growth potential
than either fruit or vegetables. Up to 2001, the farms have been growing a small selection of
decorative dwarf conifers, some fruit stock mainly grafted on seedling stock and some popular
annual flowers. Currently, large polythene houses have built by a number of different
companies that will enable them to produce a whole range of different crops to be protected for
early planting out and also for various propagation techniques to be used during the winter
period.

On the decorative crop side there are plans to supply the first ‘westernstyle’ garden centre in

Pristina. KBS will be assisting in the planning and implementation of this company. This
company and a number of others will capitalize on the already growing and steady trade in,
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bare rooted rose bushes. KBS will be assisting in the marketing of these products under new
colorful labeling and packaging. Thereisaplan to build up to 5 more garden centersiif the
Pristina centre proves to be successful.

There appears to be great optimiam in this particular section of the industry, and not without
good cause. The Albanian people are known to like flowers and many have small back yard
gardens that they cultivate. The availability of locally grown, good quality, well presented
plants will be well received. The market at present is probably limited, but should expand if
there is stability in the future for Kosovo. KBS will help develop this sector by providing the
business with information and contacts in Europe and America. Market development activities
will be conducted by the KBS staff with the assistance of volunteer consultants speciaizing in
the nursery stock industry.

Winter Vegetables Strategy

Introduction of new high yielding winter crops, new dieses resistant varieties, and seasona use
of protective cropping technologies can increase winter vegetable production. The
implementation of special processesto fill the winter period against the importation of seasonal
production from the south can be done with proper assistance.

Two basic groups of horticultural crops that have the most potential are the spring-autumn
growing crops, including almost al fruit, most vegetables and salad crops and most nursery
crops; and those crops, mainly vegetables, able to withstand winter conditions athough not
necessarily grown throughout that entire period. KBS can help input supply companies to find
vegetables that fit the criteriafor sale to the farmers. Further, they can provide consultants that
can assist the input suppliers to teach the farmers to plant and cultivate these crops using their
inputs. Further, basic market development can be done by the wholesalers of such vegetables
with the assistance of KBS.

d. KBS Participantsinclude:
i) Fruit processors
ii) Vegetable processors
iif) Equipment suppliers
iv) Packaging suppliers
v) Vegetable collection & cooling services
vi) Horticultural services
vii) Produce transportation services
viii) Input suppliersfor Vegetable and Fruit Production. (farm equipment, farm
machinery, cleaning supplies, diesal fuel, farm management services, computer
technical services, waste management systems, water and irrigation services, custom
field preparation services, seed suppliers)
iX) Input suppliersfor Vegetable and Fruit Processing. (processing equipment, filling
machines, packaging, appr opriate technology for vegetable processing, pasteurization
equipment, custom stainless steel equipment manufactures, plastics melding
manufactures, technical services for equipment repair, distributors of processed
products to retail and restaurant trade,chemical supply companies, chemical testing
equipment companies, delivery truck sales and services companies, advertising and
promotion agencies, package design companies, export certification companies, freight
forwarders, export consolidation companies)
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e. KFSProduction support activities (coordinated with KBS)
i) Fruit farmers
i) Vegetablefarmers
iil) Vegetable and Fruit Wholesales
iv) Inputs suppliers

f. Eruit and vegetable cluster working group
i) Fruit and Vegetable Association

g. Workingaroup activities
i) Market development strategies

if) Trade and investment activities

iif) Cluster strategy development

iv) Market information

v) Price information

vi) Dissemination of information on new plant varieties

vii) Contract pricing relationships between farmers and processors
viii) Collaborative sourcing

iX) Food safety and quality

h. Mitigating Constraints on Vegetable and Fruit Sector Cluster Development:

Greenhouses

Rehabilitation projects had been working doing investments in greenhouses, mainly at the
family or village level, sometimes in enclaves area and mainly directed to secure a better
access to vegetables for local consumption. Swiss project of Horticultural Promotion in
Kosovo (Intercooperation/SDC) identified the investments in greenhouses as a good mean to
extend the season of production for the Kosovo market. As an indication, the investment
needed for good quality plastic greenhouses, distributed in Kosovo and including internal
irrigation system is of 18 euros/m2 (9000 € for a 500 m2 greenhouse). It is aso possible to
find in the market products of alower quality, without irrigation system for 5.5 euroym2. The
construction of glass greenhouses requires an investment of 40 €/m2.

Collecting points

The establishment of collection points is needed for the integration of the fruit and vegetable
chain and to secure products that meet the needs of the consumer for freshness, cleanliness,
and low prices. Collecting point with packing and refrigeration capacities can be established in
partnership with the processors of fruit and vegetables. KBS clients will be looking to
investment in packing/selection plants, refrigeration units in production zones and new
processing lines.

Packaging material

The packaging material used in Kosovo is mainly imported. For the year 2001, there was a
value of 4,921,212 euros in imported packaging material (Institute of Statistics). KBS will be
assisting their clients to profitability make in Kosovo some packaging materials not only for
fruits and vegetables, but also for other food products, instead of importing them. For example
polybags for juice, tin cans for processed fruits and vegetables, packing boxes for fresh fruits
and vegetables, yoghurt pots, plastic and glass bottles for juices and milk.



Processing

Currently, all fruit juice packed in Kosovo is using impor ted fruit concentrate. The substitution
of the imported concentrate with locally produced concentrates is feasible if the processor can
locate and consolidate sufficient quantities of fruit. The investments in processing have to first
take into account the necessity of developing the production of sufficient quantities of the fruit
in order to have enough good quality raw materias to justify large investments in equipment.
However, there are specialized fruit juices that take a much smaller investment to show a
profitable return. KBS will be working with the processors to devel op techniques for
processing blueberries, blackberries, grapes and other fruits which the processor will be able to
sdl in smaler amounts.



The following two sections of the work plan are in the process of being developed and will be
finalized by the KBS agribusiness team by September 1, 2002. The outline for these sections
is provided so that an understanding of a common methodology will be used to complete the

work plan.

5. MEAT & LEATHER CLUSTER
Mar ket Situation

Constraint Analysis

Development of a Meat and L eather Cluster Strateqy
KBS Participants

KFS Production support activities (coordinated with KBS)

Meat and L eather cluster working aroups
Working group activities

Mitigating Demand Constraints:
Mitigating Factor Constraints:
Mitigating Constraints on Cluster Development:

6. SPECIALTY FOOD PRODUCTS

Market Situation:

Constraint Analysis:

Development of a Specialty Food Products Cluster Strateqy:

KBS Participantsinclude :
KFSProduction support activities (coordinated with KBS):

Specialty Food Product cluster working group:
Working group activities;
Mitigating Demand Constraints:

Mitigating Factor Constraints:
Mitigating Constraints on Cluster Development:
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